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THE VIDEOGRAPHER: The deposition is being taken

before Kate Knowlton, court reporter, who will now swear
in the witness.
ORLANDO AYALA,
having been first duly sworn, was examined and testified
asfollows:
EXAMINATION
BY MR. WALL:

Q. Good morning, Mr. Ayda

A. Morning.

Q. I'mnot going to spend time telling you things

that you already know in that case. I've placed before

Ayaa, Orlando 05/18/04
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you what has been marked as Exhibit -- Defendant's Exhibit
1301. That isthe notice of deposition of Orlando Ayaa.
Do you have that in front of you, sir?

A. Yes, | do.

Q. And you are appearing here today pursuant to

that notice of deposition and subpoena, are you not?

A. That's correct, | am.

Q. Okay. Mr. Ayaa, could you please tell me what

your current title is at Microsoft?

A. I'm senior vice president for small and medium
business solutions group.

Q. And how long have you held that job?

A. About ayear.

Q. Andwhat did you do with Microsoft before that?
If you could just take me from the time you joined
Microsoft up to your present job, please.

A. | joined the company 1991 mostly to head the
Latin American division, nonexistent at that time. So |
was in charge of building that group. After that | moved
around the intercontinental group. That was as vice
president of intercontinental. That was mostly al
countries in the southern hemisphere.

Right after that, if | am not mistaken, in 1997
or so | moved to run the Americas. That includes North

America and Latin America and the South Pacific region,
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which is kind of the composition &t that time. Andin

1999 | was promoted to run worldwide sales of the company.
And | did that for about three years. And after that |

moved to the new job about a year ago.

Q. Soyou moved to the new job about a year ago.
When you were the head of worldwide sales, could you tell
me generally what the products were that you werein
charge of sdlling for Microsoft?

A. All Microsoft products at that time, with the
exception of MSN line, and the MBS line, and the XBox

line. Thosethree. So dl the other products included.

Ayaa, Orlando 05/18/04
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Q. Okay. And how did it change -- with respect to
21 MBS, and in particular the sales function of MBS, how did
22 the organizational structure change?

23 A. We wanted to integrate or we have decided to

24 integrate more of the MBS products in what we call the

25 mainstream of the Microsoft Resources Center, resourcesin
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thefield. So that's how at that point in time it
coincide actualy with a change in how we run the company
itself.

It used to be more like geography approach for
sdling. Now we are more self-contained in PNLS, in
individual businesses, and MBS is one of those. So as
soon as al of that change we rearchitected the way we run
thefield. And as part of that move then we decided to --
| changed jobs to be more focused. So basically

incubating the MBS business for Microsoft.

And as part of that | took responsibility of it.

So basicaly the sales focus is a good marriage, a
sdlf-containing BSL force is a good marriage into the
mainstream of the Microsoft sales resources mostly in the
midmarket.
Q. Isthat merge of the sales force complete now?
A. Wearein the process of finadizing it. That's
what it is.
Q. Okay. But if not right now, very soon the
entire sales force for the MBS solutions will report to
you?

A. Yeah, that's correct.

Ayaa, Orlando 05/18/04
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Q. Okay. When is planning time at Microsoft?
A. Starts mostly in February and finishes about
thistime, April or May.

Q. Sowhenisthelast time you had a session with
ether Mr. Raikes and Mr. Balmer in connection with the

planning process in which you discussed the business

strategy for the MBS?
A. Let methink about that. | think the last one
was with Steve about a month ago.

Q. And can you tell me how that happened? Wasit a
formal meeting or an informal meseting?

A. It'saforma meeting.

Q. Okay. And who else was in attendance?

A. | cannot recal everyone. Clearly Doug wasin
attendance, and all the direct reports of Doug, and some
of my direct reports. | don't recall everyone.

Q. That'sfine. Approximately how many people are
we talking about?

A. 12 13

Ayaa, Orlando 05/18/04
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Q. Could you give me just a summary of what your
presentation was?

A. Weare going through arationaizing of product
lines around the world. Since you know, we have different
product lines in many different places. And so part of
the process was to provide clarity around our approach for
sdlling these products.

The other one was resources, organizational
structures, al of that. Was most of the -- some of the
compensation quotas. That's obvioudy the core of my
presentation.

Q. What kind of quotas are you talking about?

A. Wadll, sales quotas for the teams. Y ou know,
what's the goals for the product teams or the selling
teams moving forward.

Q. I've seen some references in some documents
about the establishment of sales quotas specific to the
sale of business applications to corporate accounts.

Were those established?

A. Yeah. They were actually the past year or two.

We didn't make much progress, but they were there.

Ayaa, Orlando 05/18/04
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Q. What are the -- what are the quotas that have
been established in that respect?

A. People get paid againgt selling MBS products for
corporate accounts, as defined our taxonomy.

Q. Okay. Most of the time when -- at least when |
hear the phrase quota, | think of that as some kind of a
minimum requirement.

Isthat how you use it?

A. You haveto define minimum requirement for me.

Q. Widll, that -- that if you do not make a certain
number of sales within the definition of the quota, you do
not get some part of your compensation?

A. That'sagood interpretation.

Q. Okay. So how many salespeople does Microsoft
have that are in whole or in part selling business
applications into the corporate account space?

A. Fully indicated last year | think we -- we
didn't extend more than -- and I'm including here our real
focus which are in the midmarket. That's where we spend
most of our resource. | would say in corporate accounts
probably ten people.

Q. And--

A. Fully indicated to the MBS, meaning they don't
have any other quotas. And inthe SMS&P or in the small

and medium business marketplace, | would say in the range
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1 of probably 500. So they just -- those 500 are the ones
2 that are focus in the midmarket mostly.

3 Q. Okay. Microsoft's business applications

4 solutions are adso sold through partners, are they not?

5 A. They are mostly sold through partners.
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
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Q. You mentioned a moment ago that the -- the
22 taxonomy of customers. Were you referring to the
23 difference between, for example, globa, magjor and
24 dtrategic accounts and corporate account space?

25 A. Yes

Ayala, Orlando 05/18/04
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Q. Okay. Could you give me a high-level summary of
the Microsoft taxonomy?

A. Yeah. We define as small or medium business,
small business two employees to 50 employees, that range.
Then we define from 50 to 500 what is -- 50 to 1,000
employees what is midmarket. And then in corporate
accounts we define 5,000, and the rest are basically what
we cal GSM. | don't recdl exactly anymore exactly --

about the top. | am not focus in the market.

Ayaa, Orlando 05/18/04
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Q. Okay. Sothe-- we were referring before to the
global, mgjor and strategic accounts. Andisit -- isit
correct that in the way Microsoft uses that term that that
refers to companies that on average have over 2500 PCs and

over 5,000 employees?

Ayaa, Orlando 05/18/04
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Q. Isit--isit your understanding that Green

21 refersto the existing products or to a new generation

22 product?

23 A. New generation.

24 Q. Okay. And what isthe relationship between the

25 new generation and the existing products?

Ayaa, Orlando 05/18/04
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A. | don't understand the question. What do you
mean by relationship?
Q. Isthere-- to the best of your understanding,

is there an intention to develop a new generation business
applications product that encompasses the breadth of
functionality of the existing Microsoft products?

A. I'm not exposed to the functiondity of Green.
| could not tell, because | am not really in charge of
that element.

Q. Do you have any understanding at all of -- of
what it isthat you're going to have to sell once Green is
available?

A. No.

Q. Mr. Ayda, have you heard it said that there are
both hub and spoke business gpplication solutions?

A. | know how we use the hub and spoke term.

Q. How do you use the hub and spoke term?

A. Theway weuseit is basically branchesto a

larger organization.

Q. That would be a spoke?

A. Spoke.

Q. And what's a hub?

A. Hubisbasically the center, the center office.

Ayaa, Orlando 05/18/04
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Q. Okay. Soif somebody implements a spoke
solution on a branch basis or a division, whatever it may
be, how does it connect to the hub?

A. There are many ways to connect. It's normal,
you know, could be in our case | think we use alot of XML
standards to alow alot of connectivity independently of
what is a the hub. So | would say -- and you would have
to define connection for me, because it's a very broad
term, too. So what do you mean by connection?

Q. Waél, what | mean by connection isalowing
the -- the corporate headquarters to access and make use
of the datathat is -- is being collected and organized in
the spoke system.

A. | would say in our case it's mostly XML
enablement of al of our products so they can broadly

communicate with many type of systems, no matter who or

Ayaa, Orlando 05/18/04
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what vendor is providing the solution at the center.

Q. Okay. Soisit -- isit accurate to say,
Mr. Ayda, that some large organizations will -- will
solve their needs for business automation with a spoke

solution, and others will use a hub solution?

A. Yes, some companies have different approaches to

solve different problems.

Q. And Microsoft's strategy with respect to its
existing business gpplications businessis to go for any
kind of spoke businessit can find; correct?

A. Not correct.

Q. What kind of spoke business would Microsoft not
go after?

A. Generdly isvery hard to say al of them for
onereason. | think even segmentation is a point of
reference.

Q. I'msorry?

A. Even segmentation isa point of reference. Sol
can find places even in midmarket where probably our
solution will not fit based on customers unique
requirements. So it really depends on what the customer
has, and if our products can fit well, scalability or any
other type of requirements of that spoke.

Q. Okay. Interms of spoke business, isthere

any -- isthere any way for you to describe for me on

l—\yuu, VT UV U LU T
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objective terms the kinds of spoke business that Microsoft
will not go after today?

A. We provide -- are setting up to our team -- for
our teams a resource that alows them really to use, to
determine with clarity. At this point in time therée's not
aclear definition, which iswhat | be sure that our
product specs, meaning performance, meaning scalability --
scalability and features, really match the customer's
need. That'sthe first priority. We want to be sure that
those products serve the customer well.

Q. Okay. Aswe sit here today, isthere any
specific direction that is available to a Microsoft
salesperson or a partner that says you should not sdll a
Microsoft business applications into a particular spoke
opportunity?

A. Let me put it the other way around. | -- as|
said, I've been ayear in the business. One of the things
that | have put in place to ensure that we are clearly
establish a strategy is I'm telling people | don't want to
sell to any spoke scenario where it hasn't been validated
by, you know, our business desk so people can't tell
actualy our products can ddliver their solution the
customer wants. So we have communicated to the field
that, and that's why I'm putting in place that type of

resource to ensure that we do actually get the right job
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for the right customer.

Q. | appreciate you wanted to change the question,

but | need you to answer my question. Aswe are here --

aswe sit here today, is there any specific direction as

to the type of spoke business that your salespeople and
your partners should not go after?

A. No.

Q. Microsoft has succeeded in -- in capturing spoke
business from very large corporations that would fal into
the global, mgor and strategic accounts category, has it

not?

THE WITNESS: Define success for me.
BY MR. WALL:
Q. You've gotten business?
A. Yeah, we have some accounts that may fall in

some of those categories.

Q. Areyou aware of a-- arecent success having to

do with McKesson Corporation?

A. No.

Q. McKesson Corporation would clearly fall within
the global, mgjor and strategic accounts category, would

it not?

Ayaa, Orlando 05/18/04
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| don't know the company well.

25,000 employees?

> 0 »

Based on this description, it would.

Q. Soisitfartosay, Mr. Ayda, that alarge
enterprise that's trying to figure out how to solve its
business automation needs can make a choice between
whether it wants to implement a centralized hub system or
a decentralized spoke system?

A. Yes, that is correct.

Q. Okay. And large companies, in fact, do make
that choice, do they not?

A. They do.

Q. Okay. And as| understand Microsoft's
positioning, you believe that you have some limitations on
your ability to serve as a hub solution for very large
enterprises; correct?

A. Uh-huh.

Q. Isthat true?

A. That's correct.

Q. Okay. But irrespective of what -- of particular
circumstances in which you may not be able to -- to offer
the customer solution, isit fair to say asa
generdization that for those corporations that choose a
decentralized spoke strategy, Microsoft will often be an

dlternative for them?
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1 MS. BLIZZARD: Objection, vague.

2 THE WITNESS: They would be -- they would be an

3 dternative. But | would not generalize that way, because

4 we don't define success as just selling the product.

5 BY MR. WALL.:

6 Q. Wédl, how do you define success?

7 A. Customer satisfied. | think alot of companies

8 have gotten in trouble, many in this industry, for selling

9 just aproduct and leaving the customer behind.

10 Q. Okay. Haveyou had a big problem at Microsoft

11 with -- with your business applications customers not

12 being satisfied based upon your ingbility, for example, to

13 scale?

14 A. We had arecent case, yes.

15 Q. You have one casg; right?

16 A. Yeah, that | have been personally involved in.

17 Q. And that's Old Castle?

18 A. Who's --

19 Q. What'sthat case?
20 A. It'sbascaly REDACTED
21 Q. Whatis ? REDACTED
22 A. REDACTED
23 Q. What isthat company?
24 A. REDACTED
25 Q. Onh, . Soyou had a REDACTED

Ayala, Orlando 05/18/04 21


HusseyKP
1 MS. BLIZZARD: Objection, vague.
2 THE WITNESS: They would be -- they would be an
3 alternative. But I would not generalize that way, because
4 we don't define success as just selling the product.


10

11

13

14

15

16

17

18

19

20

21

22

23

24

25

solution in place with ? REDACTED
A. Waédl, we-- as| said before, we don't define
success basicaly on just getting the customer to say, "
buy." We define success on basically getting the customer
fully satisfied on the solutions they want.
And in this case specificaly | think there was
not enough good detailed analysis of requirements, which |
think for the specific requirements of that REDACTED
happens to be a company that is not huge compared with the
global accounts, we -- we -- we are redlly anayzing we
should basicaly keep the order or not, because of
requirements that we cannot meet.
Q. Soyou received an order from ? REDACTED
A. Wearein the process -- the middle of that
right now. We have aletter of intent from the customer.
But theres alot of activity. | got mysdlf involved,
because | really wanted to be sure that in the end we're
going to deliver areal solution for that customer.
Q. What is-- can you describe for mewhat it is
that istrying to procure? REDACTED
A. Unique -- very unigue requirements on their
manufacturing side that we cannot meet. And | don't know
the fine details of what they are.
Q. Okay. So on the manufacturing side --

A. And digtribution, both.
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Q. Soisthisyour manufacturing product that is at
issue?

A. It'sthe ERP product. I'm not as close to the
details exactly what the details are. | know they have
been elevated, and | put it at the pinnacle resource

behind it to give me an independent assessment of the

Stuation.

Q. Okay. Do you know whether this -- this problem
that you're having with has anything to do with REDACTED
the functionality of the -- either the genera ledger,

accounts payable or accounts receivable functionalities?

A. I'mnot that close.

Q. Okay. Do you know whether it has anything to do
with the functionality of any human resources
functiondities?

A. 1 just generally know that I have made resources
available to give me a good assessment. | know that at
this point in time the customer's challenge with us not
meeting the requirements.

Q. And the challenges you understand that it has to
do with what you call unique manufacturing issues;
correct?

A. It'smanufacturing and distribution. But |

redly don't know the details.

Q. Okay. And how big of a procurement is this?

1
v
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A. | think it'sin the range of dollars. REDACTED
Q. And do you know -- this may be a meaningless
question. If itis, just tell me. Where did the
procurement take place?
A. What?
Q. Woasthis procured by from Europe? REDACTED
A. Yeah. No, Asa
Q. FromAsa?
A. And Hong Kong, actualy, the place where | think
the central decision is being made.
Q. Okay. And sothisis asolution for some
manufacturing operations that they have in Asia?

A. Uh-huh.
Q. Okay. Who sold for you in this instance? Was

it direct or through a partner?
A. We adways have a partner involved, but Microsoft
gets to assist the partner where we can.
Q. Whoisthe partner?
A. AtosOrigin.
Can you spell that, please?
A-t-0-s, Atos. Origin, just like the origin.
Okay.
European partner.

Which Microsoft product is this?

> 0 » 0 » O

Axapta.
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Q. Axapta? Do you know the spelling of that?
A-x-ap-t-a

A. Whichisour high-end product. Can | giveyou
this one back?

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18 Q. Isit correct that the Axapta product is

19 positioned for multinationals?

20 A. That's better.

21 Q. Andisit correct that it is positioned for

22 advanced manufacturers?

23 A. | don't know what you mean by advanced. | say
24 it'samultinational product. That would be my best

25 characterization.
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|

Q. I'mgoing to have marked as -- let me mark as

2 Exhibit 1303 a document with a Bates ssamp MS-OPSUB 1195
3 through 1197.

4 (Whereupon, an e-mail from Lynne Stockstad to

5 Steve Balmer, Jeff Raikes and Orlando Ayala sent October

6 8, 2003 was marked as Exhibit-1303 for identification.)

7 Can you take alook at that. Just read through

8 that for amoment and tell meif you recognize that.

9 A. Thisfirst page?

10 Q. Thewhole thing.

11  A. Okay.
12 (The witness reads the exhibit.)
13  A. Okay.

14 Q. Mr. Ayala, do you recognize that as an e-mail
15 that among others you received from Lynne Stockstad on
16 October 8th, 2003?

17 A. Yesh | do.
18
19
20
21
22
23
24
25
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22 Q. Okay. And she -- she states here in the first
23 lines, "Steve, Jeff and Orlando,” meaning Steve Ballmer,
24 Jeff Raikes and Orlando Ayala. "Asafollow up to your

25 request, attached are the two key dides that position the
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ERP product lines."

Had you requested Miss Stockstad to try to
develop some dides that clearly positioned the ERP
product lines?

A. Yes, asthevoice of thefield | did.

Q. Andthisiswhat she came up with?

A. Thiswhat?

Q. Thedidesthat are in the back of this
document.

A. Thiswasour proposal.

Q. Okay. And -- and she states here that the -- in
the second paragraph, second sentence, " The attached
dides clearly differentiate Axapta and Solomon by
targeting them towards multinational s/advanced
manufacturers for Axapta and project management and
accounting organizations for Solomon.”

Isthat -- isthat something that you had asked
her to try to articulate?

A. What is specificaly?

Q. Had you asked her to try to articulate a
differentiation between what Axapta should be positioned
for versus Solomon and the other products?

A. That's correct.

Q. Andisthat -- did she capture your intentions

correctly in how you wanted to differentiate Axapta?
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A. Not asdetailed as | wished she had.

Q. Okay. What's missing?

A. Wadl, | think thisisavery genera
characterization. Let me just say that by October | was
on the job about, what would that be, six months, four
months. And it's very obvious as is well-documented in
e-mails the mandate from the program marketing teams that
don't report to me that we absolutely have to characterize
this more precisdly.

Thisisway too general, way too, you know, too

complicated in away of -- of we may exposed our customers
with the general characterization of what these products

redly do.
Q. Okay. Now, if you could turn the page over to

the one that's entitled "ERP Product Line Positioning,”
Bates number 1196.

A. Uh-huh.

Q. And it says, "Microsoft Business Solutions
Axapta globa ERP, multinationals and advanced
manufacturers.”

Did you change that before it went to the
Worldwide Partner Conference?
A. | dontrecdl doingthat. | don't recal doing

that.
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Q. Inthe next -- on the next page, which is
entitled, "Upper Midmarket and Corporate Accounts
Solutions,”" very difficult to read because of the way the
copying came out. But it appears to me that there are
check marks, amost appear as shadows in this or ghostsin
this document. But there's check marksin the row for
Axapta under the columns multinational, corporations and
spokes.

Do you seeiit that way as well?

A. It'svery hard to read, but you may conclude
that.

Q. Okay. Do you know whether this was changed
before it was presented to the Worldwide Partner
Conference?

A. You mean this dide specificaly?

Q. Thisparticular dide.

Ayaa, Orlando 05/18/04
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A. | dont know. | wasnotthere. Sol don't
know.

Q. Okay. Doesthe dlide accurately state the
positioning of Axapta?

A. No, it doesnt.

Q. IsAxaptanot positioned toward multinationals?

A. Toogenerd. | mean, thisisjust exactly my
point. My point is this dide absolutely just shows a
very broad, general view of where Axapta may fit. One
thing is for sure, recently | have demanded peopleto be a
lot more precise about benchmarking capabilities and the
finishing of boundaries of what this product can do as a
result of challenges we have had with customers.

Q. Hasthat work been done?

A. ltis--itisclearly underway.

Q. Right. Has somebody presented to you PowerPoint
dides or e-mails or narrative documents in which they
have articulated these positioning points that you're
taking about?

A. Yeah, there has been information characterizing
more precisely benchmarking capabilities of the product.

Q. How recently have you seen that?
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A. Probably about 45 daysis the best of my
recollection. 45 daysago or so. But we are -- thisis
work underway. | mean, thisis avery important thing in
my mind. Again, we don't agree with the vision of the
definition of success to be the customer just sign the
contract. That is not our definition of success. Itis
can the customer redly get the value of the product. And
| think adide like thisistotaly, you know, hard to
reuse to kind of portray to the customer what these

products can do.
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Q. I'mgoing to mark as 1304, | believeit is.

14 Thisisadocument Bates stamped MS-OPCID 9336 through
15 9338.

16 (Whereupon, an e-mail from Kirsten Kliphouse to
17 Graham Clark, Sanjay Parthasarathy sent February 3, 2003
18 was marked as Exhibit-1304 for identification.)

19 Mr. Ayda, do you recal a some point in time

20 having a conversation perhaps in a meeting with Mr. Clark
21 in which you had indicated that -- that -- to him that

22 MBS, Microsoft Business Solutions, would be sold into the
23 corporate accounts space and also to divisions and

24 subdidiaries of dl enterprise customers?

25 A. | have not reviewed this. Y ou want me to?
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1 Q. Yes, please. First of dl, do you remember

2 having the conversation with Mr. Clark --

3 A. | had many conversations with him. So perhaps |
4 did. | don't recall exactly.

5 Q. Doesthat sound -- excuse me. Does that sound
6 likedirection that you likely gave to Mr. Clark, that you

7 wanted MBS sold into the corporate account space and also
8 into divisions and subsidiaries of al enterprise

9 customers?

10 A. | don't recal precise details, but | would say

11 it'sconsistent with what | think our products can be

12 sold.
13 Q. Okay. Go ahead and take alook at the exhibit.

14 Andfirst of al, I'll ask you if you've ever seen this

15 before.
16 (The witness reviews the exhibit.)
17 . Okay.

A
18 Q. Okay. Now, have you ever seen that before?
A

19 No, | don't think so.

20 Q. Areyou familiar with -- with the -- the

21 incident that it relates to, which is a competition

22 bhetween MBS and PeopleSoft relating to an account called
23 Hemerich, H-e-lI-m-e-r-i-c-h, and Payne?

24 A. Not at dll.

25 Q. Not at al? Okay. The subject of the -- of the

Ayda, Lrlando Uo/18/u4



1 email isescaating GISV and MBS conflict.

2 Do you know what a GISV is?

3 A. | assumethey arereferring to global 1SV.

4 Q. Okay. And is PeopleSoft agloba ISV of

5 Microsoft's?

6 A. | don't know if it is classified that way.

7 Q. lIsit-- isthere-- isthere another

8 classfication that would fit PeopleSoft?

9 A. | don't know, because | don't manage global ISVs
10 or beinvolved directly in managing their contracts or
11 anything like that.

12 Q. Inyour present position, don't you have

13 respongbility for Microsoft partners?

14 A. | do, but not in the enterprises space,

15 gspecificaly not globa 1SVs.

16 Q. Who does?

17 A. The enterprise team.

18 Q. And who isthe enterprise team?
19 A. Simon Witts.

20 Q. How do you spdl hislast name?
21 A. W-i-t-t-s.

22 Q. Haveyou ever been made aware that the MBS
23 business strategy was causing some conflict with global
24 |1SVs?

25 A. Not inany mgjor -- | have heard minor things.
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Never been escalated to me in any formal way.

Q. What have you heard?

A. Things like that, that in some places we may be
competing. But frankly, passing comments. Not really
anything mgjor that | recall. | haven't been involved in
trying to resolve or meet with any executive of any 1SVs
to try to resolve.

Q. Haveyou ever heard specificaly of any

conflicts involving Microsoft and PeopleSoft?

A. No.

Q. How about Microsoft and SAP?

A. No. | mean, you got to define conflict for me
again.

Q. I'mtaking about the kind of conflict that is
referenced in Exhibit 1304, meaning that -- that a

conflict arising from the fact that you are to some degree
competing with an ISV partner.

A. No. You mean agloba ISV partner?

Q. A global ISV partner. You've heard that with
respect to other ISVs?

A. Some of them mostly, in the midmarket, because
that's where we are actually quite active, not redly in
the enterprises space.

Q. And what conflicts have come up in that area?

A. People -- there are concerns of Microsoft



1 competing with certain ISVsin certain geographies. Most

2 of these partners are actually focused in midmarket.

3
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Q. Okay. Wédll, let me ask you a different way.
Can you -- can you state for me the ways in which
Microsoft competes with Oracle?

A. | would say mostly on database.

Q. What besides database?

A. | don't think we have so far alot of
competition in any other areas. | would say mostly the
database is a very heated competition.

Q. Don't you compete with Oracle with respect to
tools?

A. Notredly. | don't think so. | don't consider
redly Oracle a platform player.

Q. Why do you say that?

A. | don't think they are. | mean --

Q. Why do you say that?

A. | don't think they have an operating system.
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They write dl the applications on a stack that has three
or four operating systems.

Q. That haswhat?

A. Three or four operating systems. So | would
define somebody on a stack when we are defined on a stack.
I'm think they are.

Q. Widl, whoin your way of looking at thingsis a
stack player?

A. Inmy opinion a stack player iswell,
well-defined are a company like Microsoft or Sun. Sun has
a stack.

Q. What isthe Sun stack?

A. | think they play on Solaris for the most part
and their own Java middleware.

Q. Soyou're defining the stack as requiring there
to be an operating system and middleware from the same
company?

A. Yeah

Q. Okay. So by your definition there's -- there's
redly only two players?

A. | would say other people use other pieces of the
stack to compete, but really course software players, |
would say there's two.

Q. What do you make of IBM, do you consider them to

be a stack player?
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A. Not redly.

Q. Why not?

A. Because they also write too many operating
systems. | mean, they have their middieware with William
Nohoff (phonetic). They have some collaboration and they
have some applications mostly sourced by somebody else.
But at the bottom seen, it's Unix, it's Linux, it's

Windows.

Q. Does Microsoft obtain any competitive advantages
as aresult of the fact that it has a more complete stack?

A. That we do have?

Q. Yes.

A. | would say that we make products a little more
integrated for the benefit of the customers. | would
say --

Q. Excuse me. Could you seathat again, please?

A. Moreintegrated. More integrated for every
player of the stack for the benefit of offering more
effective solutions to customers. So based on customer
benefit, | would say we do have an advantage.

Q. Why isn't it advantage -- excuse me. Why isn't
it an advantage -- excuse me. Sorry. Why are customers
advantaged by the fact that you have integrated solutions
down the stack?

A. Okay. I'm going to take alittle bit of time
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with this one, because | think it's quite important. We
fundamentally believe that customerstoday are
implementing IT in ways that can be alot more efficient.

So | do believe the integration of a stack of
Microsoft is dl about removing complexity out of how
customers do the connection between the operating system,
the middle layer, and even the business applications. So
removing that complexity is a very important part of the
strategy which isin public domain. We cal it integrated
innovation.

Not because of Microsoft. It's about removing
complexity from customers. | think customers are
overpaying today for some of these very expensive
solutions are required the stacks that have to integrate
different operating systems, and it's dl that hard. So
from that perspective | do believe that we remove
complexity from customers problems, we absolutely should
have an advantage. And that's what we are betting on at
the foundation of the company.

Q. And to what extent does that -- that analysis
that you just provided us relate to your business
applications strategy?

A. Smilar.
Q. How?

A. Wadl, we say that the connection between the
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operating system and other pieces of the application could
be made easier for horizontal applications, and especially
uniquely for midmarket customers.

Q. Why midmarket customers uniquely?

A. Because they have been underserved for along
time. | think most vendorsin this industry have not
realy made the innovation needed to be able to provide
these solutions to midmarket customers.

Q. They've spent dl their energy with the
enterprise customers; is that what you're saying?

A. Modly.

Q. And soinyour view the -- the unmet needs from
an innovation standpoint are in the midmarket?

A. | would say thereisinnovation to be made. Let
me just describe innovations of ways. | think innovation
in the midmarket for sure is very unmet, very fragmented,
alot of players, customers are praying the price of
fragmentation.

So | do believe there's opportunity for
midmarket customers to use integrating innovations as |
defined before, which is connecting the pieces more
effectively. And that's why that's the focus for
Microsoft, ending the price of space, frankly. | think
the penetration of ERP systems is very deep.

Q. The penetration of what?
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A. ERPsystems. It'saready -- | mean, not every
single customer hasthis, but it's very deep. | mean,
it'salot of penetration. Strategicaly for Microsoft is
two things. The business opportunity is not redly in the
enterprise. For this-- | mean, even in the next five
years, | think the real opportunity for growth for

Microsoft and revenue is in the midmarket space. It's

more medium business. And the reason why is because it's

an unmet need. So why going after the big enterprise.
Now, in the enterprise there's alot of type of

innovation. 1f | needed to spend money on rea
innovation, which we are on the enterprises space, | know
whereitis. It'sbasicaly on management and security.
That would be the two aspects of innovation that are first
priority for Microsoft to solve for customers. Because
again, it's avery large unmet need.

Q. Rignt.

A. That we believeisavery high priority for the
usin the enterprise. Y ou asked me enterprise priorities.

Microsoft has one.

Q. Do you perceive any unmet needs in the
enterprise space with respect to basic financia or human
resources functionalities?

A. There may be some, yeah.

Q. Areyou aware of any?
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A. Wadll, there are customers -- again, talking
about the enterprises space too broadly, it's alittle bit
of achalenge. |1 would say in the high end of the stack
| think customers have adopted the few players that arein
that space, namely Oracle, SAP and others. And they have
been able to probably install the basic systems.

Now, opportunity to extract data from those
systems alot, that's why we are so focused they say on
office. Which our systems actualy provide the
opportunity to extract data from, you know, systems like

Oracle's or SAP'sin avery effective way for the
customers. So that's an unmet need at the level of the
knowledgeable worker, which we are very focused on.

So our strategy in the enterprise mostly, as you

define enterprise, which is | guess mostly the top 2,000
accounts | guess, is mostly for Microsoft in two areas.

Is the knowledgeable worker opportunity, extracting data
from the highly penetrated ERP system that's we have
aready in place, and in security and management. | think
those are two very, very important opportunities for

Microsoft. Not really the ERP or CRM space.

Q. Soisit fair to say that one of the reasons
that you're not focusing on the core ERP business in the
enterprise space, the large enterprise space, is because

you don't think there's any money to be made there?
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1 A. No, | didn't say that. | didn't talk about

2 money. Opportunity comes through customer value. So |
3 didn't speak the word money at al. Sowhat | said was

4 that even if we had the product, which we don't have --

5 let's assume for a minute that we do have a product or

6 that we said, okay, let's build a product, | don't think

7 that's the smartest thing to do given the unmet needs of

8 the enterprise or in other places more than just going and

9 sdling the next ERP system.

10 Starting with the fact that it's just not

11 smple. It'savery hard thing to do. Asyou are aware

12 Microsoft runson SAP and Siebel. | was having personaly
13 involved inthose. Y ou think there's any chance that any
14 company, even like Microsoft, can come and change those

15 any time soon? No chance. No chance.
16
17
18
19
20
21
22
23

24 Q. Areyou saying, Mr. Ayala, that because these

25 large enterprises al aready have an implemented ERP
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solution, that it would be very difficult for someone to
didodge them from that solution?

A. Iltwould be avery, very -- one of the very key
factors. | think any CFO would challenge that strategy
deeply.

Q. Wadll, one of the things you're going to have to
do is convince them that making any decision at dl,
whether to go to you or to go to another competitor, makes
them better off than keeping what they have; right?

A. | don't know what you're saying.

Q. What I'm saying is, would you agree with me that
one of the -- one of the difficulties of sdlling into the
very large enterprisesis that they have the option to
smply keep what they already have?

A. Sure, absolutely.

Q. Okay. Soyou have to compete against the --
essentialy the do-nothing option?

A. Yeah. Thedo nothing that is heavily backed up

by how much money | have to spend on doing anything.

Q. Soyou may not have any money to do anything as
itis; isthat what you mean?

A. Wadll, you may have money. You wouldn't put it
there. I'll put it in other things, but not in trying to
change my ERP system.

Q. Andwhy wouldn't you put it into changing your
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ERP system?
A. Becauseif the people really made the base
investment of millions and millions of dollars in the base

ERP system, why would you want to do that? It goes beyond
me. That'swhy | tell people, even we have the problems
we don't have in competing in GSM, even if we had the
problems, | don't think it's the smartest thing to try to
go and convince the customers that they need another ERP
system.

Q. Mr. Ayala, do you recall saying at one point
that Microsoft had no intention of going for the core ERP
system of a corporate account or bigger because, quote, "
think we all agree that is not the place where the dollars
are anymore'?

A. Yeah. | agree with that.

Q. Soit'safinancia caculus?

A. You can dways put a number toit. But I'm

going to say it's not the only factor.

Q. Let meask you another question on this same
issue about going after these -- these large enterprises
that already have systems.

Are you familiar with the statement that
Mr. Gates made recently in Business Week about -- about
Microsoft's biggest competitor being the installed base?

A. No, I'm not.
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Q. Okay. Let me-- let meread thisto you. This
isfrom the -- | believe it's the April 19th issue of
Business Week, an article with Mr. Gates. He's asked who
Microsoft's most important competitors are. And he says
thefollowing. Quote,

"I don't know if people realy get what I'm

saying or if they think -- or if they just think I'm

being cute when | say our biggest competitor is our

installed base. Y es, we have other competitors --

Sony, Linux, Nokia, Oracle and IBM. But the fact

that you can sSit on the existing products, that's a

perfectly legitimate choice. Thisis not a soft

drink where you get thirsty and say, 'l drank my word

processor. Let's have another." No, some people

actually say to us there are no new things you can
do."
Do you agree with that analysis?

A. 1 would need to read the whole -- the whole
interview to see what context he was using to say that.
So | couldn't tell based on the context he was using.

Q. Butinthe case of sdlling business applications
to these large enterprises in particular, do you agree
that one of the problems that you have, that anyone would
have in selling to this group, is that they aready have

the exigting products and they have the option to Sit on



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

them?

A. Yeah. That'savery big dependency, | think.
And it'savery logica one based on the fact that money
isjust not stting there waiting to spend on another ERP
system necessarily. And there will be other
opportunities. But | would say for the most part, yeah.
An ingtaled system like you have in Microsoft, you know,
you bet, would be a very serious, serious discussion we

wanted to change.
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23 Q. Mr. Ayala, I'd like to show you what I've marked
24 as Exhibit 1305, a document with a Bates stamp MS-OPSUB

25 438.
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Sorry.

MR. RULE: 438t0? Isit just one page?
BY MR. WALL: Yeah, I'll giveyou the range.

| marked the wrong one here. | just did it on

this part mysdlf. Just smple tasks will often confound.

Q.

All right. Let me do that again. So Exhibit

1305, which I'm placing before you, is Bates stamp

MS-OPSUB 438 through 441.

Janelle Poole, Michagl Olsen sent July 10, 2003 was marked

(Whereupon, an e-mail from Erin Brewer to

as Exhibit-1305 for identification.)

A.
Q.
A.

Q.

Can you take alook at that, please?
(The witness reviews the exhibit.)
Okay.
Do you recognize the document, sir?
Yes, | do.

It's an e-mail string that followed something

caled a Sesttle Salon Dinner; isthat right?

A.

Q.

A.

Uh-huh.
What is that?

We do quarterly meetings with key information

reporters, just so they know the strategy.

Q.
A.
Q.

. Yes.

So these are arranged by Microsoft?
Y eah, yeah.

By the PR department?
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Q. And there was a Bloomberg reporter present at
this particular Salon Dinner?

A. Yes Yes, asl recdll.

Q. And on the second page of the document, Bates
stamped 439, there's a -- an imbedded -- looks like

somebody copied in an article entitled, "Microsoft heads
for a collision with Oracle Software."
Do you see that?

A. Uh-huh.

Q. Inthereyou are quoted as saying, "This will be
a head-on collison with Oracle, you bet. They are moving
down to smaller customers and we are moving up."

Do you recdl saying that, sir?

A. Yeah, inthe context of alarger statement |
made.

Q. Okay. Go ahead. Please give me the larger
statement that you made.

A. Okay. Thelarger statement, the whole
discussion was around areas of growth for companies. That
iswhat the whole context is. And | made an assertion
that, given the fact that in the very large hubs --
there's large penetration.

| think people in genera see that there's been
alot more selling of ERP on our systems. Oracle, aswe

do, are looking for more opportunity for growth. That's
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normal. Both companies want to grow of course. It'sjust
normal business desire.

Q. And the growth is not in the large hub, is what
you're saying?
A. Yeah, | would say they're -- they're il -- |

would say that for companies with the credibility of
Oracle and Siebdl, | would say there is alot more space
to grow there than we would have.

Q. Okay.

A. Becausethey are -- they have the reputation to
be able to do those solutions there. But | would say even
for those companies, the size of the opportunity is not as
big asit used to be in the '90s when people went crazy
preparing for year 2000 change.

Q. Rignt.

A. Sowe both were looking for opportunity for
growth. So given the fact that our productsfit in

certain spoke environments, my anticipation was that

Oracle would start to move to those spokes even within GSM

accounts and within corporate accounts.

And we absolutely have the desire to sdll to
those customers, because | think our products may fit to
some of those customers in the spoke environment. And
Oracle will try to spend beyond the spoke. | have no

hopes that they would want to -- that they will try to
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sl into the midmarket and even lower if they can.

And you probably heard about these program
Oraclejust did with Dell on the database at the very
bottom of the market. So it's very obvious that the
challenge comes more than us going and trying to compete
head on for the core of enterprise businessisreally
we're moving up, because we don't sell to the spoke. We
will sall to the spoke. And in certain well-defined
environments that can meet first of al the customer need
first.

So | don't want to take that such narrow comment
about we will sdll to everything on the spoke. | know
that's totally unreal. Or the aspiration | don't think is
real. So that'swhat | meant in the context of doing
that.

Q. | understand. But the redity iswhen Oracle
comes down in the way you describe, and Microsoft moves up
in the way you describe, they do collide at some point;
correct?

A. They do collide.

Q. Andyou will be a-- you are now a head-to-head
competitor of Oracle's where your strategies intersect?

A. Where the strategies intersect, which ison
certain spoke limited scenarios and in the midmarket the

strategies intersect. The question to be answered is --
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iswhat is the strength of every proposition. But we
would be -- let's put it thisway. We are making offers
to the same customers in the midmarket more actively than
we did in the past.

Q. And in the corporate account space?

A. Insome of the corporate account. | really
don't want to generalize that, because that's where people

tend to be confused about the strategy.
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Q. Andasl -- as| hear you, sir, and please

correct meif I'm wrong, what you seem to be saying is
that one needs to analyze competition across all its
dimensions at the same time?

A. | think that any responsible company would do
that. That's why generalizing that we are in the
enterprise spaceis just so broad of a -- of a statement
that | said it'sjust wrong. It's hard to just look at it
that way.

Q. Because sometimes you are, and sometimes you
aren't; right?

A. Yes

Q. Okay. And the circumstances in which you are
and the circumstances in which you aren't, as | understand
your testimony, are not really capable of generaization;
isthat fair?

A. Yeah. To certain extent you could make an
assessment of -- you know, let me just give you a product
inmy mind. You know, an example, an example in my mind.
Maybe useful, maybe not.

Q. Okay.

A. Canyou conclude very quickly and very rapidly

Ayaa, Orlando 05/18/04


HusseyKP
Q. And as I -- as I hear you, sir, and please


10

11

13

14

15

16

17

18

19

20

21

22

23

24

25

that you're going to do a formula one race, and you put a
muscle car, company with a formula one race type car.
That's not going to fly. Y ou come out of the gate, can
very quickly conclude that.

So, yeah, maybe the case very quickly you could
conclude if a product doesn't have the right stuff. Very
quickly and out of the gate you can conclude and maybe
say, | don't compete, because basicdly | don't have dll
of the requirements to be able to run the race. And |
would say in that case, that's an important consideration.
But redly just making a generaization of competition
that way.

So if you narrow it down to that specific type
of situation, it's how ready certain product is to compete
to system based on how the race should be run, then
clearly you can differentiate competition very quickly.
But just on a statement of generdization, | resst to
talk about that. Because, you know, customers are
different.

And there are even in the midmarketing space, |
can assure you there will be some requirements for
customers of certain levels of transaction independent of
sizethat | don't think our products can meet.

Q. And the same would likely be true of Oracle

products or SAP products or anyone else's; right?
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Q. Okay. Let me-- fair enough. That'safair
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point. Let me start over, then. Okay. With respect to
sdling core ERP, finance and HR fundamentally, would you
agree with me that there's a greater opportunity in the
corporate account space over the next five years than
there is above that in the larger enterprises?

A. For Microsoft, absolutely. For the other
vendors | would say thisis ill opportunity in both
places.

Q. With respect to the other vendors, would you
agree with me that the dominant opportunity is
replacements?

A. Define opportunity. In terms of what?

Q. Thedominant opportunity to make any kind of --
of new license revenueis by sdlling a replacement of an
existing system.

A. | don't track as closely the number of licenses
you can sall of an established vendor like Oracle or SAP
into the corporate enterprise GSM space. My view of this
is for non-established vendors into the GSM space that is
nearly a zero opportunity to them, for non-established
vendors.

Q. Andthat isin part because you're always
competing againgt the existing solution, and you have
existing vendors there?

A. Ismany reasons. | think having the footprint
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to support those customers, having those capabilities. |
think it iskind of avery, very -- even if we had a
product, it's avery, very costly proposition. So for
non-established, | don't think there is a big chance to --
there's zero opportunity, in my view.

For established vendors, | will say, you know,
basically because of their reputation, they have been
working on this stuff for along time, they know how to do
it, they have the connections with the right people,
talking to the decision makersin these places, | would
argue that thisis still probably some relevant
opportunity there.

Now, | can aso understand how they don't want
to limit themselves to that. They want to aso
participate down market, which is what Oracle and SAP and
others are doing. So you know, you got to look at these
things from that length. So kind of making a statement up
there there's an opportunity broadly, period, | don't
think is actualy factua. It depends on who isthe
player in that space.

And | would argue thereis still alot of
opportunity for Oracle and SAP up there. Now they want to

have more coming down, and | can understand that, too.
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Q. Okay. Areyou aware of a-- an aliance that
Microsoft has recently formed with BearingPoint having to
do with business application solutions?

A. Vey briefly.

Q. What do you know about it?

A. Just heard that we decided to explore the
opportunity with them to sell to some corporate accounts
on a spoke space, on -- probably on the midmarket, upper
midmarket with them more accurately.

Q. Youwere not persondly involved in it at all?

A. No.

Q. Do you know who was?

A. Yeah, it'salady that was involved in there.

She's part of our organization, but she reports probably
three levels down in my organization.

Q. Didyou get any reports about thisin the

ordinary course of business?
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A. No.

Q. Soyou only heard about it through this
litigation process?

A. No. No, not at al. | heard about it because
people just mentioned it briefly in e-mail to me that they
have been able to advance some discussions with
BearingPoint. | didn't get any other details.

Q. Okay. Do you know what the status of it is
right now?

A. No.

Q. Do you have any specific understanding of the
target market that a BearingPoint/Microsoft alliance would
be shooting a? Meaning something that's -- did anybody
tell you what it was?

A. For MBS specificaly or at al?

Q. For the BearingPoint/Microsoft -- yes, for MBS.

A. Yeah, thereis severa pieces of the dliance.

No, but I'll tell you, | think my team is pretty clear on
where I'm heading as the leader of the group on where |

want to focus on.
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22 Q. Sure. Mr. Ayda, in your opinion, isthere a
23 relationship between the acquisition -- the proposed
24 acquisition of PeopleSoft by Oracle and Oracle's position

25 in the database market?
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A. 1 dontthink thereisa-- | mean, theresa
scenario you can paint. But | don't think there's a very
super direct correlation.

Q. What's the scenario you can paint?

A. The scenario you can paint is that Oracle
decides that internally all SQL Server customers that used
to run under PeopleSoft should move or would try to move
them over to the Oracle device. | can paint that
scenario. But again, it's hard to conclude, because |
think a customer also demanding, you know, what they think
is good for them. So | could paint that scenario.

Q. Isthere ascenario that you can paint where the
acquisition isintended to strengthen Oracl€'s position
along the stack?

A. Not redly.
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Q. Okay. Turnthe page, if you will, to the Bates
14018, and the third paragraph from the bottom under the
category losers reads, "Microsoft.” And then quickly
refresh yourself by reading that; okay?

A. Third paragraph?

Q. Theonethat says "Microsoft”, third paragraph
one from the bottom.

A. Okay.

(The witness reads the exhibit.)

A. Okay.

Ayaa, Orlando 05/18/04
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Q. Okay. Let mejust break it down. The second
sentence says in part, "Like IBM, Microsoft stands to lose
the database and platform business from PeopleSoft/JD
Edwards."

Do you agree with that?

A. No, itisaconclusive statement. 1'd say
that's a scenario you can paint that way.

Q. What's the scenario you can paint that way?

A. | refer back to my answer that was Oracle can
decide that they want to move all PeopleSoft customers
from SQL Server to the Oracle database.

Q. The-- acouple sentences later it says, "It
getsworse if IBM's response is to stay put and throw all
of their weight behind supporting SAP on their platforms.

Do you agree that the potential scenario where
Microsoft stands to lose database and platform business
might get worse if IBM's response was to throw their
weight behind supporting SAP?

A. My opinionisIBM isasmart company. They

wouldn't do that.

Q. Why wouldn't they do that?

A. Becauseif | believe their statements of how
they compete, they are trying to serve their customer
independently of platform. So why would IBM do that? So

| mean, in some ways | don't believe that's what's likely

l—\yuu, VT UV U LU T
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IBM would do.

Q. If IBM wereto do it, would it have negative
effects on Microsoft's database and platform business?

A. Can't speculate on that. | just don't know.

Q. Asalogica matter, would it tend to have
negative effects on Microsoft?

A. Similar to what if Oracle decides that only
their systems run on Oracle database. But as| said, |
think it's a very unlikely scenario that IBM would do

that.
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23 Q. Okay. So with respect to the consolidation in
24 the -- amongst enterprise players, what are the economic

25 forcesthat in your view are driving it?
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A. | dontthink thereisa-- at thispoint in
time a very obvious consolidation force in the ERP market
a thetop. You may argue that that may be basically
because of more strengthening somebody's position in the
market that could happen.

I'm not so sure that that market on the ERP side
isredly overcrowded for the enterprise. | think
underneath -- | think thereis alot of players, just way
too many. At thetop | think the consolidation for the
most part has been happening. And | would say that, you
know, | think more forces are around vendors trying to
establish a stronger position. 1'm not so sure that it's

realy around customer benefit.
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Q. Okay. And Ms. Chmgj says, "(Orlando, your Q and
A interview with CNET posted today. It'sinteresting that
much of it is verbatim from your interview and not much

edited out, which is not typica."
Having reviewed the Q and A, do you agree that

thisis -- thisis mostly verbatim?

A. It does, dthough | think they may have some
pieces.

Q. Okay.

A. But that always happen.

Q. All right. On the second page of the document,
page 5277, the question is asked, "Who do you see as your
biggest competitor in this market?' And in the second

paragraph of the answer you say, "In the range of 5,000

employees, we see companies like Oracle could be a head-on

competitor.”
Were you asked that question and did you give
that answer?
A. Yeah, | was asked that question and give that
answer. Again, | think they missed alittle bit of the

context of the answer, too.

Q. Wél, putting aside the context, were you asked
that question and did you give that answer?

A. The question was done, the answer is partialy
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reflected here.

Q. Soin part what you said was that in the range
of 5,000 employees, you see companies like Oracle to be
head-on competitor?

A. Inpart. | mean, it'savery key part, though.

Q. Let me mark as Exhibit 1309 a document with a
Bates stamp MS-OPSUB 1416 through 1419, an e-mail from
Orlando Ayala, Friday, March 5th, 2004 to Orlando Ayaa
and others.

(Whereupon, an e-mail from Orlando Aydato
Orlando Ayda, et a., sent March 5, 2004 was marked as
Exhibit-1309 for identification.)

(The witness reviews the exhibit.)

A. All right.

Q. Thisisyour work, Mr. Ayaa?
A. Yes

Q. You wrote this?

A. (No audible response.)

Q. Can you describe for me the circumstances under
which you wrote this, what was going on?

A. | wasin Brazil probably aweek before this.

And our targets for profitability for PNL were being
established as we were doing it at that time. | was
concerned that our -- after our year really understanding

how much of a heavy lifting this business applicationsis,
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frankly, our whole year understanding this, | felt the
company was not even close to -- to realy understanding
what it takes to get into this business, even in the
midmarket. Not to say in enterprise, even in the
midmarket.

So | was making that cal basically abrain bomb
with respect to al the pieces that we needed to look into
to take us to a very detailed business discussion around
our footprint, including the fact -- and | mention thisin

here. We have alot of trouble with some customers for
not characterizing what | believe these products are for.

| believe there's agreement, which al the spoke
discussion we had before, many of those were actualy in
that category. So thisled to this meeting with Steve, in
which | fed pretty good now we will bein avery good
position to establish our boundaries, as| say. There
were no boundaries here.

Q. No boundaries?

A. Yeah. No boundaries. And because there were no
boundaries, not because we didn't -- didn't -- | wanted to
not do it on purpose is because | don't know the work was
not done. I'm saying, hey, listen, these countries are
the ones that can really be -- that's why | refuse to say
globd.

Because, you know, these are the type of
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scenarios we can sell this stuff. So that's why | refuse
to say dides are so high level. They're representing the
World Partner Conference, because they don't help. So
that was my work. And | have been the driving force on

making these boundaries very clear.
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Q. Okay. Let merephrasethat. It was my mistake.
Do you have experience working with your partnersto sell
Microsoft products to GSM customers?

A. Yes.

Q. Okay. And do they include the very large
Fortune 500-type customers?

A. For al Microsoft products, except MBS.

With respect to -- so let's take -- what would
be a good example? Database, would that be a good example
of the kind of product --

A. Yes

Q. -- that you've sold to those customers?

A. Yes

Q. Okay. Canyou tdl me very generaly how large
companies procure database solutions? That is, do they

put out RFPs? What do they do?
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A. Yeah, they usuadly put RFPs. | think the

dialogue with the IT departments are very important part

of the sdlling. And they don't tend to be necessarily one

vendor. | mean, they have a central database. | would

argue the same concept of hub and spoke applies here, but

at the level of adatabase.

Q. Right. Okay. And isthere atendency of those

customers to down select to a couple of vendors before

they make a -- a-- adecision on what to procure?

A
Q
A.
Q
A

. Yeah, regularly they do that, yeah.

How many do they typicaly down select to?

90 percent of the time or more?

. Totwo?

. Two or three. | cannot tell you. | mean,

saying two, I'm aways reluctant to say, hey, it's two or

it'sthree. | mean, it'sredly in that range.

Q.
A.
Q.
A.

Q.

Sometime it's two --

Few of them.

Sometimes it's two, sometimes it's three?
Y eah.

Does it make any difference on what they end up

paying -- as a broad proposition, does it make any

difference on what they end up paying whether they down

select to two or three?

A.

What do you mean paying?
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Q. Wél, theredlized price, the license price that
they agree to pay, do they -- do they end up paying alot
more if they down select to two than if they down select
to three?

A. | cannot see the correlation.

Q. You've never seen any correlation?

A. No. Let mejust ask, seeif | understood your
question.

Q. Okay.

A. Saying it isa correlation between two people
and low price? | just don't understand that connection.

Q. Okay.

A. Sorry. You got to ask that question again.

Q. No, no, that'sfine. Maybe it's unfamiliar to
you. The concept that I'm asking you to comment onis, in
your experience, do customers essentially make a mistake
if they down select to two rather than three, because they

end up paying higher prices as a result?

Q. You may answer, Sir.
A. | would say, again, it'sagenerdization. One
thing that is very important that | think I'm right on,

they don't pay just because of the price of the software
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itsdlf. It'sthe overall problem they're trying to solve.
Q. Right.
A. Soin many casesyou redly got to look at the

customer. | go back to this generaization really doesn't

help.
Q. | understand that they're buying across a
broader set of criteria. But I'm just asking you to focus

on price. Because whatever they're buying on, thereisa
price at the end of the day, is there not?

A. Yeah

Q. There'saprice.

A. Okay. Go ahead.

Q. And my question s, in your experience when
large customers procure -- we were talking about database
software. When large customers procure database software,
do they end up paying more if they have down selected to
just two vendors than if they had down selected to three
vendors?

A. If they pick the wrong ones they may end up
paying more.

Q. Asagenera matter does the number of bidders,
two versus three, make any difference on the price that
they pay?

A. Totadly disagree with that statement.

Q. Youthink it does not make a difference?

l—\yuu, VT UV U LU T
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A. It dependson whoisthere. | mean, I'm very
serious about my answer.

Q. Look, you seem to think that we're arguing, and
we're not.

A. No, I'm not.

Q. Solet me-- let me be clear. Do | understand
you correctly that in your experience, you cannot
generdize that someone will pay more money because they
down selected to two than if they down selected to three?

A. You can't generalize that way.

Q. You--

A. You cannot.

Q. You cannot generalize that way; okay. Now, and
that's been your experience with respect to database
software?

A. Yes

Q. Hasit been your experience with respect to
other products that are sold to GSM customers?

A. Yes.

Q. Isit--isitfair to say that it's been your
experience with respect to al the products that you've
sold to GSM customers?

A. Yes
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Q. Okay. | will do my best, dlso. I'd liketo
begin actualy with a document you've aready looked at.

g b~ WN

I'm going to hand you new copies of it, because | believe

6 there was an attachment that was left off Mr. Wall's, not

7 that that's actualy particularly critical. But thiswill

8 be government's Exhibit 162, if you could look &t this.

9 (The witness reviews the exhibit.)

10 Q. And aswe discussed before, thisis an eemall

11 from you dated March 5th, 2004. It's entitled, "MBS game
12 plan next three years. Usethisversion, please” And

13 the Bates number is MS-OPSUB 1416.

14  A. Okay.

15 Q. Okay. If you -- if you look in the very first

16 paragraph, and you spoke briefly about thisto Mr. Wall

17 dready. There'sasentencein the middle that says,

18 "The below has resulted from a framework we've
19 put together with the help of Steve Ballmer and Jeff

20 Raikes in the last meeting we had to ensure we put

21 boundaries to this business in such away that we can
22 manage expectations both internally and externally."

23 And that phrase, "boundaries to this businessin

24 such away that we can manage expectations both internally

25 and externdly,” can you explain to me what that meansto
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you?

A. Yeah. It speaksof my persona experience
throughout the last year on ensuring we provide alot of
clarity to our people and to our partnersin severa
dimensions. The most important of all was to ensure that
the capabilities of these products get represented
properly to customer a hundred percent of the time.

And as | have mentioned before many times, in

line with this strategy that | think the company's

pursuing for the next few years that was highly focused on

the midmarket.
Q. And when you say to make sure that the

capabilities of the products are represented accurately,

do you focus on that because there have been problems with

that in the past year?

A. Yeah. Asl mentioned before, | was particularly
involved in the case where, you know, the customer liked
the product alot. And I'm not quite sure we -- we are
able to meet the demand of that customer, in
Asal mentioned before.

Q. What are some of the specific capacities that
you think have not been represented as accurately as they
could be?

A. | think there are two angles. Oneis

scalability. So being able to manage the loads they need

REDACTED
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to, even though thisis mostly they are looking for a
spoke-type solution. And the second is, the uniqueness of
certain features which | redly don't have alot of
clarity what they are specificaly.

But | know there are certain features the
customer was asking for as part of the contract where our
teamsin R& D were saying we are not alowing the product
today, and were not clear perspective of when they were
going to be available. Still very horizontal type of
functionality. So it was nothing | would say super
specialized.

Q. Solet meclarify this. You were speaking just
about the customer? REDACTED

A. No, generdly. | think --

Q. You were speaking generally?

A. Yeah. Generdly, you know, | have seen or |
have heard from many of our people that they want more
clarity in genera so they don't get themselves exposed to
sdling the product wrongly.

Q. You've heard more generally that many peoplein
the field want more clarity on the product so that they
can sl it accurately?

A. Capabilities.

Q. Clarity on the capabilities?

A. Including partners. Onething | have done alot
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isalot of partners meetings throughout the last year.
And partners have been also very keen on usto do that.

Q. Let me go back abit to the capabilities that
areaconcern. And | want to make sure | understand. You
think there are two areas where customers and partners
generaly have expressed a desire for more clarity. One
being the scalability of the products, and the second
being the availability of certain, | believe you caled
them horizontal features?

A. Yeah. | would say multi-currency comes to mind
is onethat is not as complete that is supposed to be to
be able to serve on account of those.

Q. Okay. And a specific horizontal feature where
you need more clarity around what's available is
multi-currency?

A. Asanexample.

Q. Asanexample?

A. Agan, | don't have the fine detail. Just as an
example.

Q. Do you have any other examples that come to
mind?

A. Features now, | have not spent the time to look.
I think 1 am not a specialist on the product for sure,

S0 --

Q. When you describe them as horizontal features,
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what does that mean to you?

A. | would say these are product features that
apply to the mgjority of the customers for certain type of
Sze of customer. So the horizontal capability of the
product that applies to many, many customers.

Q. Sowhen you say the issue of the scdability,
what does that mean to you?

A. Isthe number of usesthat can -- is the number
of usersthat can use the product concurrently, especialy
in atransactiona type of environment.

Q. And what have the concerns been there about the
number of concurrent users?

A. Not being able to scale beyond what they may
need in the next couple of years.

Q. Do these two aress, the scalability and the
horizontal features, does that apply across al those MBS
products or were you thinking of some MBS productsin
particular?

A. ltishardto generaize. Because, you know,
for such an industry, there are products that are stronger
than others. Solomon is agood example of avery strong
product in informational services. It'svery rich, very
well integrated. But | would say, you know, asfar as
even in the midmarket space can be even -- can be stronger

by adding some additional horizonta capabilities.



10

11

13

14

15

16

17

18

19

20

21

22

23

24

25

143

Q. Intermsof the -- the meetings you said you've
had with many partners and so forth, are these types of
concerns about scalability and features things that they
have raised with you?

A. Yeah, absolutely. In those meetings, yeah.

Q. Arethere other things they have raised besides
scalability and the horizontal features?

A. Oh,yes.

Q. What types of things have they raised?

A. | would say the credibility of the company at
this point in time as a business applications provider is
not as strong as it should be. So they were asking can
Microsoft be more active on, you know, portraying where
you redly, you know, are playing or not. And | think our
marketing can be more explicit about that. But generally
Microsoft is not very well recognized as a business
applications leader.

Q. You use the phrase credibility of the company.
And then you went on to talk about marketing. So | guess
I'd just like you to explain, what does the credibility of
the company mean as you used it there?

A. Widll, to sdll to what we call business critical
gpplications, especidly in the applications space,
business applications space, | think you need a series of

qudifications. And Microsoft has some of them, those --
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we don't have them al. And especidly | think we are
stronger in the midmarket. Clearly as we go higher up
market, it gets more complicated and alot harder to do.
So companies very well established in many

angles, operating systems, they stop applications. But
business applicationsis a new -- is anew area of the
core business that the company isjust redly starting.

Q. You said that the -- a company needed a series

of qualifications. Can you enumerate what you think those

are?
A. Yeah. | would say deep expertisein al the
products of the company markets. So | would say that's

one. | don't think we're there yet. Ourselves, our
forces or the people that talk to partners need to be
trained better. And that would be that.

| think capabilities of being able to support
these products with the application layer included, |
think is aso very important qualifier. Because many
business depend on your ability to ddliver 7 by 24
availability of these products. So | would say those two
are very important.

| think -- again | -- | think the products are
quite strong in midmarket. | do believe the company can
ded quickly avery credible position in midmarket. It's

harder, as | said, as you get to do it in larger type of
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organizations. But that is not our focus anyway, so --

Q. Soif I can understand what you just said,
the -- the partners were concerned about the credibility
of Microsoft in the business applications space. And the

two specific areas were related to having an expertise in
the products, and also in support?
A. Yeah.

Q. And these partners that you were meeting with,

those were midmarket partners?

A. Yeah, mosly. Again, this boundary iskind of a
strange boundary. But they are, yeah, midmarket mostly.
And again, some of them are involved in CAS accounts or
more a divisona or branch.

Q. Andthen | think you said that it would be
harder if Microsoft was trying to go above basicaly its
current target markets, which well call midmarket and
CAS; isthat correct?

A. Yeah, | do believethat'salot harder.

Q. And why would it be harder?

A. Again, | think the investment, even having the
money, | think the time to get there would take us along
time. Y ou know, we could even decide tomorrow, okay,
let's just build a product to compete directly with SAP.
Even that decision is made, | think the capability to be

built here and include all the aspects | described before,
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you know, it will take us years. Now, that'swhy | do
believe that's not the smartest investment for the
company.

Q. Okay. Let me seeif | can understand what
you've just discussed. You said even if Microsoft had the
money and decided tomorrow to enter, I'll call it the GSM
space --

A. You mean like the product | said?

Q. I'msorry?

A. Evenif we had the product?

Even if you had the product.

Let's say a product ready technically.

Okay. You had aproduct technically ready?
Y eah.

Which you don't have now, in your opinion.

> O > O > O

We don't have now.

Q. Butif you had had a product that was
technically ready, it would take you many years still to
enter the GSM space?

A. Absolutely, | believe that.

Q. And | believe you said because of the many
aspects that you've discussed already. Can you just
enumerate those for me again, the aspects it would take to
enter GSM, even if you had a product today already.

A. Well, let'sjust start with the fact that it's
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very hard to disocate an entrenched competitor. Thereis
alot of entrenched competitorsthere. A few of them are
very entrenched.

Q. Let mejust stop you right there. You have
mentioned severa times there are few competitors
entrenched or established at the GSM level.

Could you just state who do you think those

competitors are?

MR. WALL: Object to the form.

THE WITNESS: | would say companies thét |
believe are quite entrenched in the GSM space would be
Oracle and PeopleSoft, Siebel to a certain extent.

BY MS. BLIZZARD:

Q. SAP?

A. | didn't-- did | say SAP? Whoa, | mean SAP.
What did | say before? I'm sorry. | said Oracle.

Q. You said Oracle, PeopleSoft and to some extent
Sebd.

A. And SAP, of course. | thought the second one |
mentioned was SAP.

Q. Soyou were enumerating for me the aspects it
would take for Microsoft to enter the GSM space, even if
they had a product. And you were saying it's hard to
didodge existing players.

And the existing players are Oracle, PeopleSoft
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and SAP?

A. Yes

Q. Okay. And now let me go back -- you can go back
and finish your answer.

A. Okay. Second aspect that | think is very, very
hard to do, and this we speak by experience, redly by
experience, in adifferent type of businessis redly
creating the partnerships that could provide very broad
availability of expertise to customersin that space.

| would refer specifically to companies like
Accenture, IBM for sure has no chance they will do it or
with us. And mostly the globa system integrators. And |
say that because those companies are very focused on, you
know, okay, they have to have revenues from services. So
the cost for them to get themselves ready with aviable,
credible Microsoft offer would be millions and millions of
dollars.

Q. Solet me ask afew more questions about that
aspect, which | believe you referred to as partnerships
with the mgjor systems integrators.

Doesn't Microsoft as a large company aready
have partnerships with these system integrators?

A. Wedo.

Q. Sowhy can't those partnerships just expand to

include MBS products?
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A. Thereason | would say that -- they could. It
could take us years and years, because | think that's what
it took to us convince them that SQL Server was aviable
product. It took us probably over 15 yearsto get those
partners to really make the investment, to see an
opportunity with SQL Server.

Thisisalong road, very long road and costly
road. So unless Microsoft is ready to go on and say, "We
are going to write a check for a very large amount of
money so | can bond your readiness for the next three
years," | think those partners would have a very serious,
chalenging business proposition to ded with.

Q. Sol believe you're saying your experience with
getting systems integrators to establish practices for
other Microsoft products, such as SQL, and that case took
something on the order of 15 years?

A. Probably less. | mean, it wasright on the
range of ten years.

Q. Ten?

A. Yeah, since we introduced the product along
time.

Q. And your estimate is that in order to get these
partners for MBS products would take a similar amount of
time?

A. | would say, yes. You know, again, their
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business conditions right now, they are very established
with expertise. They are dready selling there.

Q. When you say they're dready selling there, are
you referring to a market segment like GSM or --

A. They are sdlling there with established
solutions, very well established solutions.

Q. And the established solutions would be the

companies you named before: Oracle, PeopleSoft, SAP,

Sebe?
A. Uh-huh, yes.
Q. Just to clarify, | waslooking at financias and
human resources segment of ERP. Would | include Siebel as

one of the mgjor players?

A. Human resources certainly you would do. And |
think there are, of course, customer relationship
management.

Q. | believe Mr. Wall asked you earlier about a new
MBS dliance, if you will, with BearingPoint. Do you
recal that?

A. Yep.

Q. Sogiven what you've just said about the major
systems integrators not currently having nor do you see
them in any short amount of time developing MBS practices,
how do you reconcile that with BearingPoint having a new

dliance with MBS?
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A. Yeah, | wanted to add the second word that |
use, which is credible and significant practices. So |
would never say that | don't manage to tell Accenture,
"You want to try this?* | would say the time that it
would take you to get it to a scale would be years.

Which is exactly what happened to usin a change
isagreat example, over years of us establishing that
credibility. Sol mean, | didn't say at al that we
couldn't convince them and just go and train people and
try somethings. But it will take us years.

Q. Soyour -- isit your sense that the new
MBS/BearingPoint aliance is something that you just
described where you've convinced them to, say, train a
small number of people to try something?

MR. WALL: Objection, no foundation.

THE WITNESS: No, there's two thingsin there.
One, | think that BearingPoint aliance, which | don't
redly know in fine detail, but | know the directions we
have given to our people with respect to GSI, is to ensure
that we could ramp up that, given the fact that mostly
midmarket they could establish presence faster and quicker
than they could establish presence in the higher end with
our products.

So those GSls are aso looking for opportunities

to find service and revenues coming from lower parts of
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the marketplace. So | would say is more targeted to do
that, because they well know that establishing -- you
know, going higher end take them along time and money to
be ableto do it.

BY MS. BLIZZARD:

Q. Okay. And please correct me if I'm not
understanding you. You believe that the MBS/BearingPoint
aliance is focused on the midmarket?

MR. WALL: Objection, no foundation.

THE WITNESS: As| say, | don't know the
details, the fine detailings of this. But the direction
of engaging GSIsis, given the fact that they want to also
find the opportunity for growth, | would say it would be
midmarket and potentially some spokes and that they close

to.
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Q. Okay. You would be very surprised if the

20 BearingPoint alliance was focused around GSM?

21 A. Yes maam. Yes, exactly.

22 Q. Okay. Becauseyou believe it would be very

23 expensive for BearingPoint to grow a Microsoft practice to
24 support?

25 A. For those type of very highly complex

Ayaa, Orlando 05/18/04
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environments.

Q. For those types of highly complex environments.
And are you speaking there about the MBS products in those
environments?

A. | do. And aso the fact that the products, you
know, not necessarily are ready to do that. So that's why
| would be very surprised.

Q. And|I believe you said this aliance was -- or
is being developed by somebody on your steff; is that
correct?

A. Yes.

Q. Haveyou given any direction to the people on
your staff about how to cultivate these aliances?

A. No, not very precise. Again, probably the plan
I'm putting in place is to ensure that we provide even
more precise guidance to al of our people with respect to
what environments we should engage GSIs or any of the type
of conversations with partners with respect to the
capabilities of our products and marketability to sell and
market our products.

Q. And this more precise guidance that you're
working on, does it include a this stage making alliances
with the systems integrators for the GSM market?

A. No.

Q. Why not?



155

1 A. Because we don't even have a product for that

2 space.

3 Q. If systems integrators have the impression that

4 you're targeting the GSM space, is that an accurate

5 impresson?

6 A. | don't think it's accurate.

7 Q. Tothe-- if someone on your staff responsible

8 for developing these aliances was, in fact, telling

9 systemsintegrators that you were targeting the GSM space,
10 would that be correct?

11 A. That would be incorrect.

12 Q. Let metry and get us back to we were discussing
13 thedifferent -- you were listing the different aspects

14 that you thought it would take Microsoft to enter the GSM
15 space, even if you had a product today ready to go to

16 market. And you had aready talked about how it was hard
17 to didodge the existing top vendors. And then you were
18 discussing the partnerships with systems integrators.

19 Are there other aspects you think Microsoft

20 would -- would need to enter the GSM space, assuming it
21 had aproduct ready?

22 A. Not one that comes redlly to mind right now.
23
24
25
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1 Q. Isit your understanding that Oracle,

2 PeopleSoft, SAP use adirect sales force to target GSM?
3 A. Yeah, for the most part they do.

4 Q. And what's the difference between that type of
5 direct salesforce and the sales force that Microsoft has
6 for its MBS products?

7 A. Waédl, most of our revenues, as we stated by us,

8 98 percent of our revenues flow through partners. So

9 partnersisredly our salesforce. So when | talk about
10 inability to create partnerships, it's redlly that

11 inability to provide that -- a meaningful salesforce that
12 can el that directly. Not directly, but you know, in

13 certain volume to those customers. | say in some ways for
14 usthe GSM Sls are part of our sales force through other
15 products. Andthey do afair job for us.

16 Q. Solet mejust clarify that. You said 98

17 percent of revenues are through partners. Was that

18 Microsoft-wide or is that MBS?

19 A. Microsoft wide.
20 Q. That's Microsoft-wide; okay.

21 A. Truefor MBS, too.
22
23
24
25
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Q. Doesthe MBS sales team have any plans to change
the way they sell their products? For instance, to
increase that two percent to some other figure?

A. Anything we believe that one of the advantages
of Microsoft is our partner capabilities. So no plans.

Q. I've seen some discussionsin the press and
anayst reports that, you know, quote Microsoft is hiring
adirect sales force for MBS.

Is that an accurate statement?

A. Totally inaccurate.

Q. Wereyou hiring -- to your knowledge, are you
hiring people away from Oracle, PeopleSoft and SAP for
thelir direct sales experience?

A. We hire from many sources. So | couldn't
categorically say no or yes. | would say we looked at --
for the expertise in business applications broadly. And
these are companies that certainly may be a source of
these type of expertise.

Q. Sototheextent MBSis hiring people from

Ayaa, Orlando 05/18/04 100
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Oracle, PeopleSoft or SAP, you think the focus would be on
their business applications experience? Y ou probably need
to say -- even though it's being videoed, you probably
need to say yes for the court reporter.

A. | didn't know you stop on the question. So |
was waiting for you to finish.

Q. Sorry, sorry. Maybe | should just back up. To
the best of your knowledge, if Microsoft is hiring
salespeople from Oracle, PeopleSoft and SAP, it would be
doing that to gain their knowledge of business
applications; is that correct?

A. It would be our intention to beef up our
knowledge, so the amount of expertise that could help with
alow in our midmarket and spoke efforts.

Q. It would not be because you're trying to
establish a direct sales force that's similar to the
direct sales forces that Oracle, PeopleSoft and SAP have?

A. Absolutely not.

Ayaa, Orlando 05/18/04
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Q. Soin addition to the customers and partners we
21 were just talking about, another whole group you were
22 trying to target are the analysts and reporters?

23 A. Yes.

24 Q. What do you think are some of the expectations

25 that the analysts and the reporters have that you want to
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clarify?
A. | would say what type of customer we are trying
to sall to. | think they want to understand that better.

| think they want to understand our relationship of that
versus the way we sell in the marketplace. They want to
understand and be assured that our investments are
consistent with that strategy. So | would say those are
very important things.

Q. Intheyear or so that you've been working with
the MBS group and in your current position, do you feel
that analysts and reporters have had an accurate view of
MBS or not?

A. Weare making progress. | don't think they
really have an accurate -- have had an accurate -- totally
accurate view of what the company isredly trying to do
in this space.

Q. What are some of the inaccuracies that you've
seen?

A. | would say the type of customers we're selling
to. Itisnot very clear in their minds what type of
scenarios, what type of customers Microsoft istruly,
truly targeting.

Q. Let me stop you right there. And why don't you
just explain to me what type of customers and scenarios --

A. Yeah, | --
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Q. --you aretaking about?

A. | specifically refer that the mainstream of the
Microsoft strategy for the time being in probably the next
five yearsis about selling to the midmarket. We make it
even -- | think the spoke is an opportunistic type of
sde, depending on the capabilities of the part, most
related to the CAS space. And we may be better at, you
know, doing the spoke over time. | think that's not as
crisply understood by people.

Q. When you say aspoke is an opportunistic sae,
what do you mean by that?

A. | say there will be a spoke scenario as well.

Our product would not be one.

Q. What would be one of those spoke scenarios where
the Microsoft approach wouldn't fit well?

A. 1 would say highly transactional scenarios.

Given the fact that we -- that our challenges in the
transactional side may be scenarios that we -- we may not
be able to offer a solution for.

Q. Does highly transactional relate to the concerns
you were discussing earlier about scalability?

A. Oh, absolutely.

Q. And how do those relate?

A. Wadll, the way customers they generaly -- there

are many benchmarks. And those benchmarks are well
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understood by the industry. And those benchmarks speak of
how many users concurrently you can do certain type of
scenarios, including transactional scenarios. To try to
determine scalability, how much | can really grow this
product.

Q. Have there been specific concerns about
benchmarks for MBS products in the last year that you're
aware of ?

A. No, I think the concern is more around
characterizing benchmarking capabilities of the product
more specificaly in writing. So more than being a
genera concern about the power to, you know, is the part
basically a by product, is more about what scenarios. We
have to characterize more clearly and in writing what
scenarios fits and which ones it doesn't. So we are
trying to clarify that very crisply.

Q. And when you say you're trying to clarify it
very crisply in writing, are there -- are there writings
out there that were not as crisp? Isthat sort of the
root of the problem?

A. Yeah, | would say that would be aroot of the
problem.

Q. Okay. What sorts of writings are those?

A. Benchmarking writings. | mean, loads. All

those type of documents that your customers use usualy.
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And remember that these things even in writing are
generaly statements that should have a disclaimer that
says we need to understand unique customer requirements to
really make these numbers to apply for our customer.

Q. Areyou familiar with a specific benchmark for

Axaptathat saysit can have on the order of 3,000

concurrent --
A. There are benchmarks of Axapta. | don't recall
exactly the upper end. That's something that, you know, |

know some numbers. But again, one of the things I'm
asking people to provide back to us, especialy the
engineering teams, is some set numbers that they are going
to stand behind.

Q. Andisyour concern that some of the numbers
that have gone out in written Microsoft materials have
not -- not accurately portrayed what the product can
actualy do?

A. There may be a case where, you know, some
scenarios haven't been as scoped as deeply as we were
supposed to to deliver the right solution to the customer.

Q. Areyou thinking of particular materials or
scenarios?

A. Yeah, benchmark white papers.

Q. Arethose specific Axapta benchmarking white

papers?
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A. We do benchmarking white papers for dl of the
Microsoft MBS products.

Q. Do you know if those are posted on the Microsoft
web site or --

A. They should be there.

Q. | get the sense from your discussion that
perhaps you wish some of them weren't there.

A. Yeah, in some ways transparency to the customers
iswhat | am for. | don't want to just say that | satisfy
our customer because | sign an order. These companies
will stay for along timein business. We better care for
the customer.

Q. Okay. Let me go back to Government 162 again on
thefirst page. Moving down about a sentence, but till
in that first paragraph, it says,

"| do believe ared part of the problem today
isthat there are no boundaries, so everyone seems to
believe we should go for alot of things including
geo expansion in dl markets -- al big markets,
multiple lines in more countries than we can afford,
et cetera, et cetera, et cetera. As Steve B puts
it," that would be Steve Ballmer, "our eyes are
bigger than our stomach.”

What isit that you were trying to convey by

that sentence or two sentences there?
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A. Two things come to mind as very precise examples
to illustrate the point. | think customers with
multinational presence, there was a tendency to believe
that we are able to support Axapta pretty much everywhere
where they had offices.

And clearly they have caused issues with
customers that go to Japan and say, "Okay, I'm ready for
the Japanese ingtallation of Axapta Whereisit?' Waell,
it's not going to be here for the next two years. So when
| say our stomach -- our eyes seem to be -- or when Steve
saysthat, it isreally referring to the fact that we have
to be very precise.
If we're going to say to a spoke situation, got

to tell them very clearly what's the capability of the
product, what countries you have support and which
countries you don't have support, to ensure a customer
walks into a situation with wide-open eyes. |If that means
for usto lose the dedl, well loseit.

Q. Andwhy isit preferable to lose those dedls?

A. Asaleader of thisgroup, | do believe you
don't build relationships for oneyear. You redly -- |
really believe in the lifetime experience of our customer
should be there at dl times. So it isthe only way you
will build credibility.

Q. Would it befair -- and please correct me -- if



1

2

3

10

11

13

14

15
16
17
18
19
20
21
22
23
24
25

166

| could somewhat sum up some of your concerns by saying
that in trying to build credibility by making sure you
don't oversdll the product?

A. Yeah. There may be some of that. | don't say
that that was basically my intention or | intended and
premeditated way people was trying to do things. | think
it's more we didn't take the steps to clarify precisely so
the sales force can do aresponsible job sdlling these
products.

Q. Soyou're saying that you don't blame the sales
force for, quote, overselling the product, but there
wasn't enough clarity for them to focus on the customers
they could best serve?

A. Being the leader of the team, | take the

accountability for not providing more detailed guidance.
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Q. Okay. Solooking at Chanel, a partner sold them
a spoke solution?
A. Uh-huh.

Q. And the -- and that solution was Axapta?

A. Uh-huh.

Q. And that was going to be implemented in a number
of countries in the world?

A. Yes

Q. And the concern was that the partner had
represented that they could implement it in Japan?

A. | would say there was a date to be set on when
this was going to happen. That was not entirely accurate.
In fact, it was very inaccurate.

Q. So the partner communicated and told Chanel that
they could do an Axapta implementation in Japan in a
certain date, when in fact they couldn't?

A. Yeah. | think that. Andas| said before, |
think lack of priority from Microsoft in saying and
putting that statement in the ground and says, thisis the
date, we are behind that date --

Q. Right.

A. --was part of the problem.

Q. Andwhy couldn't they implement Axaptain Japan

at that time? What was the problem?
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1 A. Widl, firg of all, the product was not ready.

2 You need double byte enablement.

3 Q. So there was a specific functiona capability

4 with the product --

5 A. The tangent capability of the product.

6 Q. Sothe product did not have the capability to

7 implement Kanji or the native language in Japan?

8 A. Double byte trandation is always kind of very
9 chdlenging.

10 Q. Andthe--just sol get al these pieces

11 draight. And Kanji takes something calls double byte
12 trandation, which is different than, I'm guessing, single
13 byte trandations, which iswhat you use for English and
14 other countries?

15 A. Yes.

16 Q. Okay. So Axaptadidn't have this capability.
17 Isit going to have this capability?

18 A. Yeah, we will enter the Japanese market. |
19 think, as| said, the product just isn't one piece.
20 Q. I'msorry?
21 A. The product isjust one piece of the strategy.
22 Q. The product isjust one piece --
23 A. | dwaystak about the complete e ement.
24 Q. | don't mean to talk over you. I'm sure we're

25 driving the court reporter insane. Just looking at the
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functionality of the product, the key issue as you
understand it was it didn't have the double byte
trandation into Kanji?

A. Right.

Q. Andjust looking at the function of the product,
do you expect Axaptato have that functionality at some
point?

A. Oh,yes.

Q. And isthere arough time frame for when that
will happen?

A. The current published time frame, which we will
be communicating soon, is | want the communication to go,
I will stand behind that communication, is 18 months.

Q. 18 months from now. And when was Chanel
promised or told that they could implement Axaptain
Japan?

A. | don't know the exact date exact. But | know
it was alot sooner than that. | think it was within a
year was their expectation to have this product, you know,
ready to go.

Q. Arethereany other significant functional
issues with Axapta?

A. Not that | am aware of in that case. Again, |
am not as close to obtaining the specs that they are

looking for. What | do know is that the installations
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that they have been able to put in spokes they are happy,
very happy with it.

Q. Soyou're saying in other instalations Chanel
is happy?

A. Yeah.

Q. Okay. And I believe you mentioned in addition

to the functionality of the product, there were concerns
about support in Japan; is that correct?

A. Very important element, as | said before.

Q. What were those concerns?

A. Wadl, the fact they wouldn't have people that

supports the product. And we don't have the subject

matter expertise to support those products. We don't have

the salespeople that sell those products. So you know,

when | sit down with the CIO, | was telling them that we

really needed to be very clear. Because they may be
expanding to other places. Even if the product isthere,

it doesn't mean we can support them as well.
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1
2
3
4
5
6
7
8
9
10
11 Q. Okay. Interms of the support functions, you
12 were saying that you didn't have support personnel or

13 sdespersonndl.

14 Did you name another type of personnel?

15 A. Marketing.

16 Q. Marketing.

17 A. Sales marketing, support, we don't have the
18 partners.

19 Q. Don't have the partners?

20 A. That'sgoing to take us for sure time to build.
21 Q. Andwhy will that take you for sure time to
22 build?

23 A. Japanisavery unique market. Although | would
24 characterize the partner challenge very similar in alot

25 geographies. So we got to find the right set of partners
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1 that can sell more than just one customer. And changein
2 Japan not necessarily what they like to do. So it will --
3 itwill takeustime. | will say we will be in Japan

4 redly mainstream my projection would be by the end or the

ol

beginning of year 2007.

6 Q. Soyou expect MBS --

7 A. Thebeginning of 2007. Two years.

8 Q. Two years; okay. Soif I've put al that

9 together correctly, you expect to have the MBS products in
10 the mainstream sdlling in Japan --

11 A. For midmarket.

12 Q. For midmarket, at the beginning of fiscal 2007,

13 which is approximately two years from now?

14 A. Yeah.
15
16
17
18
19
20
21
22
23
24
25
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1

2

3

4 Q. Okay. Sofor Chand they are training their IT
5 staff?

6 A. Yeah.

7 Q. To be Axaptafluent, if you will?

8 A. Knowledgeable.

9 Q. Or knowledgeable?

10 A. Soif I'm not mistaken, what they have is

11 actudly implementation teams, internal Axapta

12 implementation teams from Chanel. At times use the

13 partner to help implementation. But as they move with the
14 time, they are getting more self-sufficient and doing it.

15 Q. IsChand having any other problems with some of
16 their spoke implementations?

17 A. Not that I'm aware of.

18 Q. And| believe we started the discussion of

19 Chand by you ligting it as an example of a case where, as
20 Steve Ballmer put it, our eyes were bigger than our

21 stomach?

22 A. Exactly. Weateall of.

23 Q. That's okay.

24 A. But it'sagood example.

25 Q. Canyou think of any other examples, customers
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like that?
A. Waédl, more than customers, it's really countries
inwhich | know --
MR. WALL: Excuse me. What did you say?
THE WITNESS: Countries. Countries. | would
say in places like Brazil is agood example. We don't
have the capability to invest in four multiple ERP lines.
So | guess nobody has told the country that we are not
going to do four lines. So some people sold, midmarket
customers sold, you know, all these lines. And | know we
cannot support four whole linesin Brazil.
BY MS. BLIZZARD:
Q. Sowaould it be -- would it be fair then to say
that there are countries where you are similarly concerned
that partners have sold products that you do not have the
means to support or implement or they don't have the
features that will meet those customers needs?
A. That iscorrect.
Q. Let meturn back to 162.
A. Just wanted to make that I'll tell you, it's
been a humbling experience to get into this business.
Q. It's been a humbling experience in the last
year?
A. It'svery highly complicated, even for the

midmarket.
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Q. Andlet me ask you just to expand on that. Why
has it been humbling?

A. Wadll, because | think as a company perhaps our
business model has been of high velocity of business.
These are sales that take alot of time and resource and
very expensive to do. Even with great partners like ours,
it's expensive to do. You need alot more support.

So in some ways | think putting boundaries
around is redlly acknowledging the fact that you don't get
into this business overnight. You redly don't. Even for
midmarket. We just -- our ability to be, quote, unquote,
"amulti-country player" in the business gpplications
space, it will take us years, even for midmarket. So
market shareis still very small. Not to say -- | mean,
in the enterprises space, forget about it, you know. But
no chance.

Q. Okay. When you say that it's been a humbling
year, are you sort of contrasting your experience this
year to your prior experience as head of salesfor a
different set of products?

A. Absolutdly.

Q. Andwhat -- and what -- what is the difference
between this past year and your prior year?

A. | wasnot as acutely aware of how hard it isto

get into these type of -- how hard it isto get into these
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type of business. | mean, | will say -- let me tell you,
give you an example which | think is now very true.

If you talk about entrenchment and the
capability to convince a customer to change something, |
think the thing that touches closely business processis
the hardest thing to change, the hardest. That'swhy |
would say that at the top of the enterprisein GSM it's
very, very difficult to enter, very difficult.

Virtually you come to our ClIO and say, "Okay,
let's change his AP." Probably we have to be thinking of
writing a hundred million dollar check. And I'm sure
that's not going to fly by. I'm totally sure. So that's
why it's very humbling. It'salot more than | expected
it. It's harder, very hard.

Q. Isthe-- isthe sales cycle or sales process
for business gpps that Microsoft is trying to sell now, is
that alot different than the sales process in other parts
of Microsoft?

A. Absolutely.

Q. And how isit different?

A. It'sdl alonger shelf cycle. When customers
making the decisions, they know they're bringing their
business, their business logic into the computations. A
lot longer, alot more expensive.

Q. Alot more--
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A. Expensive.
Q. A lot more expensive, the sales cycleis longer
and more expensive for the partner and for Microsoft?

A. Correct, correct.
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Q. And what do you mean by focus? What do people

need to do?

A. Number one, in what countries with what products
when. Very important.

Q. Soisyour plan to, as you said, rewind or go
back and support, does that mean -- and | ask this, does
that mean you want to support fewer products in fewer
countries?

A. Wewill market -- | redly -- support, you
shouldn't use the word support. | have a problem with
that one.

Q. All right.

A. 1 would say if I'm going to go to a country, I'm
going to do the right job, the good job, and it's not only
support. The right marketing, the right partners, the
right customer experience. So it's very important as a
concept.

So yeah, there will be, you know, some fewer,
you know, products. The products will be there, but well
focus the full close loop of sdlling on marketing and

supporting these products, you know, alot more precise
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way. And that's been communicated both internally to our
partners and to our customers.

Q. Sooneof themain things youre goingto dois
you're going to, to use your word, go to fewer countries
with fewer products?

A. Not necessarily fewer countries. | would say
fewer products.

Q. Fewer products in the same countries that you go
to now?

A. Yeah

Q. Okay. So-- and just so | understand that.

That means that you're going to not sell al four product
linesin every country that you go to, but instead pare
down the four --

A. Correct.

Q. -- country by country?

A. Correct.

Q. Isthat correct? Okay.

A. Sothat would be oneis product. Number two
would be enabling the expertise broadly for those products
that we pick in those countries.

Q. And what do you mean by enabling the expertise?

A. Traning our partners and training our people.

Q. And does that apply across whatever products are

being sold in a particular country?
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A. You got to do the full cycle. If you're going
todoit, you got to do it right. So in that country we
committed, we're going to make the investment to do it
right.

Q. Is--isthe-- let me start again. I've heard
Doug Burgum say things about Axapta being the newest,
freshest code base and so forth.

Is there a focus on this -- in this plan that
you're putting in place on Axapta as the product that
needs the most focus or would you say that's not true?

A. No, it's not necessarily true. Axaptal would
say is the probably more common product because you are
going to find that across your purpose. But it's not the
only one. Clearly Navision and Great Plains are very

important to us, too.

Q. Okay. Sothefirst two -- first two focus
factors, if | can call them that, are to be clear about
which products are going to be supported in the countries
that you go to. The second is enabling expertise by

training the partners and people.
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2 to do it, you got to do it right. So in that country we
3 committed, we're going to make the investment to do it
4 right.
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And what would be next?

A. Third would be our investment on helping our
partners on our teams to characterize the capabilities of
our productsin a practical way so we deliver the right
value to customers. Two examples of that.

Number one is this supports the centers of
expertise that were referred before during this

deposition. And the other one would be what | call a

business desk.
And that business desk's goal is to ensure that
under certain suspicious scenarios, as | call them,

meaning we are not quite sure of the product qualities, |
want that resource to be available to partners and
customers, and they make the final word. In alist the
business desk says, yes, we will not sall to that

customer.

Q. Okay. Let meask you afew more questions about

this business desk. |sthat something that exists now or
isthat a new thing?

A. It doesn't exist for the MBS products. It does
exist for other Microsoft products.

Q. And you plan to create it for the MBS products
for the coming fiscal year?

A. That'smy plan. And we are going through that

right now to see how and if we can afford it.
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Q. And| believe you said the business desk will
evauate, did you call them suspicious scenarios?

A. Yeah.

Q. What's a suspicious scenario?

A. Onethat basicaly goes beyond the capabilities
of the product. Borderline. If the combination of the
problems for that customers seem like Axapta will not be a
product can fit in to properly ddiver the solution for
the customer, then we should just walk away from that

business.

Q. What are some of the factors that you use to
evaluate as to whether something is a suspicious scenario?

A. Thetwo that | mentioned before, scalability and
compl eteness of the solution in terms of horizontal
capabilities to deliver on the specific customer
requirements.

Q. Have you fleshed that out any more to see
what -- what types of things, either scalability or
horizontal, would in fact trigger it being a, quote,
"'suspicious scenario”?

A. | think the base for thisis going to be the
white papers on benchmarking, and the detailed list of
capabilities of the product that already exist. So the
combination of those two with the scoping for our

marketing people should help us make a relatively good --
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| would say afairly solid decision.

Q. And when you say the white papers on
benchmarking, are those the new ones that are going to be
created or are those the existing ones?

A. The existing ones and new ones.

Q. Exiting and new ones? And | believe you aso
referenced some technical descriptions of what the product
does.

Do those exist aready?

A. Yeah, there'savery detailed series of features
that every product has, if even per industry, that can be
avery good base for mapping against what a customer wants
to do, then we can decide we do or not.

Q. Soisthe plan that the partners will have these
documents, and they will compare the customer's needs to
what's in those documents?

A. For the most part partners should use these
documents to do a grest job without Microsoft being
involved for the scenarios we have told them they could
s, which is midmarket and the spoke scenario. And if
after doing that there's still questions of those
partners, we're going to make that resource from Microsoft
available to them so they can go further investigate the
customer requirements.

Q. Isthe-- isthe -- will the process be one
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where the partner has to bring suspicious scenarios to the
business desk for review?

A. Yeah. That would be the idea.

Q. And how will the partner know that what it's
looking at qualifies as a, quote, "suspicious scenario”?

A. I'll just give you an example, becauseit's hard
to be comprehensive on that, as many of these things have
been defined. Anything that exists, the published numbers
or features that are not officialy endorsed by Microsoft
have to be submitted.

And for the investigation of that business desk,
you know, we can conclude or not conclude that given the
road map of the product we could, you know, supply that
solution. So | would -- | would say anything that
deviates from the published specifications.

Q. I think it's possible that Doug Burgum aso
mentioned this business desk concept. And | think he
aluded to there being a size-of-ded cut off.

Is asize-of-ded cut off something that you're
considering for the business desk or not?

A. To-- yeah, absolutely. Because the size of
deal will tend to indicate, you know, that not necessarily
a hundred percent, but would tend to indicate the level of
complexity you're going to be dedling with. So we -- as

part of this, as we have done in other parts of the
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business, certain size of opportunities have to be signed
off at the VP level.

Y ou know, we -- not only because of the
commitment the partner is making to the customer, but the
commitment of Microsoft. So that VP isin the best
position to basicaly ether on strategy or out of
strategy, | made the right call.

Q. And do you have any sense of what the size of

deal cut off might be or what numbers are being discussed?

A. Notfor MBS. Not yet. Not clear yet.

Q. Do you have any sense of what the just average
dedl sizeisfor an MBS sale?

A. Yeah, | think -- again, it isalways avery hard
guestion, because isit just a software or the services
included? Remember, we don't make revenue from services
as the most important part of the sale. The services
revenue includes the partner. That makes Microsoft
different to al the others, basically, because the others
are pushing the services revenue very hard. We're not.

So if you asked me about, | would say, an Axapta
average deal, the numbers | have seen published probably

in the range of a hundred eighty thousand, $200,000 on
software.

Q. So on software licensing for Axapta, you just

said a hundred and eighty to 200,000 isin the range of an
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average ded?

A. Yeah, | would say.

Q. When you're looking at creating this business
desk size-of-dedl cut off above which the partners will
have to get VP approval, are you trying to target say
something that's, | don't know, 50 percent above the
average?

MR. WALL: Objection, no foundation, calls for
speculation and leading.

THE WITNESS: We will look in detail of what
should be the right series of indicators for us to
determine that. The ultimate job and responsibility of
that group isto ensure that the company does not get,
firgt, out of its strategy.

Which is, are you redly sdling into the

environments the company has established? Including,

again as | said before, the midmarket deals and CAS dedls

on this whole -- on the hub and spoke situations where
there hopes to be something else, but you do the spoke.
That's going to be a very important indicator.

Itissize of ded islarge enough, and we
basicdly to just trigger immediately, then those -- those
people should look immediately for that. For, you know,
are we really able to meet the requirements of the

customer? So size of deal would be atrigger, avery
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1 important one, that will aert that group of the company
2 in getting into Situations where the products are not

3 ready for.
4

© 00 N o o
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21 Q. Okay. Sojust roughly speaking, you're look to

22 o target roughly five percent of the Axapta deals for
23 review by the business desk?
24 A. Yeah. My expectation for the most part

25 multinational deals on the spoke scenario that | described
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2 in getting into situations where the products are not
3 ready for.
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1 before. Sosmal.

2 Q. Okay. Andyou aso -- you anticipate that that

3 roughly five percent would be focused on multinational

4 spoke scenarios; isthat what you just --

5 A. Yeah.

6 Q. --sad?

7 A. It'sthe most complex deals within the

8 boundaries of the segments that we have targeted, targeted

9 asopportunity.
10
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23 Q. Sothe highly complex deals where Microsoft is

24 concerned about overcommitting are the target deals you

25 want to go through the business desk?
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Q. And when you say CAS budget, what does that
21 mean?

22 A. Isthe amount of revenue to be generated on what
23 we define as the CAS space.

24 Q. Okay. Sothat's arevenue target?

25 A. Yeah.
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Q. Sothe CASrevenue target for fiscal '04 was a
hundred and four million?

A. Wasahundred four million.
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1 Q. So the CAS revenue target for fiscal '04 was a
2 hundred and four million?
3 A. Was a hundred four million.
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Q. Allright. I think I'm done with that one. Let
13 me ask you one more sort of sales set of questions. Do
14 you know a gentleman named Bill Pollie?

15 A. | know Bill.

16 Q. Whoishe?

17 A. Heis-- wasassigned to sdll into the midmarket

18 corporate accounts based in the U.S.
19
20
21
22
23
24
25
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Q. Okay. Do you know what histitle is?

A. Not redly.
Q. Do you know anything about changesto hisrole

or histitle?

A. Yeah. He'schanging roles as we speak.

Q. Sowhy don't you describe that for me. What is
he changing from, to?

A. We -- actually, it's not clear where heis going
to go. But he's not going to be doing what he's doing
today.

Q. Andwhat isit that he's doing today?

A. Sdling | would say with partners into the
CAS-type customers midmarket.

Q. So hisfocus was on upper midmarket in CAS?

A. Yeah.

Q. And he was sdlling with partners into those

opportunities?
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A. Yeah, hewas sdlling with partners at that time
portrayed as sdlling direct from Microsoft, which |
totally believe was not the strategy.

Q. Okay. Soyou said he-- do you believe at times

he tried to sall direct from Microsoft?

A. Correct.

Q. Okay. And that's contrary to Microsoft's
strategy?

A. Absolutely.

Q. Doesthisréate to why he's not going to have
this pogtion?

A. | would say it'srelated to that. | think he
was in the wrong position. And we may find -- we are

looking at several opportunities to see where it has
transpired. And welll make afina decision of what's
going to happen for him.

Q. And what are the things you're considering for
him?

A. |imagine that it's closer to them islooking
into the detail. 1 have expressed my opinion about people

that are getting out of strategy. Either they basicaly

understand where the company strategy or they should move

on.
Q. Andyou fed that -- thank you. Do you feel

that Bill Pollie was out of strategy?
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A. | would say there's a couple of instances. Just
today | actually saw a document that is written actually
in aweb site that says that makes avery large
generadization of what our products are.

So | don't mean he intended that to be -- do
that malicioudly. | think it was just a bad portrayal of
trying to say these products actually do more than they
are supposed to do.

Q. Sowevetaked severa times today about this
concept of our eyes being bigger than our stomach and so
forth.

Do you think that Bill Pollie was one of the
people whose eyes were bigger than his stomach?

MR. WALL: Objection, leading.

THE WITNESS: Can't tell redly. | mean, | just
can speak of the facts that are being put in front of me.
And clearly | don't like people portraying our productsin
away that is basically is not very clear that they meet
the customer requirements.

BY MS. BLIZZARD:

Q. Do you think that -- why don't | put it this
way. What facts were in front of you about how Bill
Pollie was portraying the product?

A. Asl said before, | have seen some of his

characterizations actualy in printed paper. Which
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includes a report from him that | think doesn't
characterize things the proper way. And | guess through
their management change -- chain there had been also
issues and concerns about, you know, doing more about
sales, direct-sales-type of activity from his side as
opposed to being a strategy.

Q. And the quotes that you've seen in print about
him, do you remember what those were?

A. | don't have exactly wording. But talking in a
very general way about this person, | find the most
demanding ERP applications, it's just not correct.

Q. Would you -- would you -- would you say that he
was oversdling the products?

A. Agan, | would need to get into, you know, the
fine details of every one of these things. | do know that
the issue was raised. | know that action has been taken.

I know it's not his job anymore.
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24 Q. I'mgoing shift gearsalittle bit here and |

25 want to talk about a series of news articles. | believe
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you mentioned earlier that one of your goals for the next
fiscal year was to be precise and accurate in materials
that would be conveyed to, among others, reporters.

A. Correct.

Q. Isthat correct? If you can turn to what was
marked as Defense 1308, thisisa CNET News article that
you discussed briefly before with Mr. Wall. Y our
Counsdl's getting it for you.

A. Thanks.

Q. At the beginning there's a message from Carlene,

| believeitis. Inthelast paragraph right before she
says, "Thanks, Carlene,” in fact, the very last sentence
of that it says, "We could aso do a better job of
articulating how well we are poised to sdll up solutions
and not down like our competitors. That's our heritage
and we should talk about it more."

What does that mean to you?

A. Canl seethat again?

Q. Sure.

A. Whereisit?

Q. Your counsel will help you.
A. Okay. Gotit. Okay. Yeah, the question is?
Q. And that very last sentencein particular, "a
better job of articulating how well we are poised to sdll

up solutions and not down like our competitors. That's
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our heritage, and we should talk about it more."

What's that mean?

A. | never responded to that e-mail, so | probably
didn't spend enough time just thinking through what it
really meant to say here. So it's hard for me to
speculate what that really means or what she was trying to
say.

Q. Okay. Do you think she wastrying to imply in
any way when she says "sdll up solutions and not down like
our competitors' that MBS was going to target the GSM
space?

MR. WALL: Objection, leading and calls for
speculation.

THE WITNESS: One of the things you would see
later in this document is the fact that we -- it's stated
around these articles, some of it captures them, some
others don't, the fact that | was precise about talking
subsidiaries or divisons. And some reporters capture
that, some others didn't capture that. And so --

BY MS. BLIZZARD:

Q. Okay.

A. | guesssheforgot | had referred to that. But
I know when there were guys canvassed | told the team we
need to be alot more pointy around where do we sdll.

Q. Okay. On the next page, which is Bates number
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5277, Mr. Wall asked you a number of questions about the
section that says, "Who do you see as your biggest
competitor in this market?' And there's a sentence there
also which says, "In the range of 5,000 employees we see
companies like Oracle to be a head-on competitor.”

Do you see that?

A. Yes

Q. And| believe you told Mr. Wall that this was an
answer that had some sort of larger context?

A. Yes

Q. Do you recall that? Can you explain what the
context was that was not picked up in this article?

A. It wasthe samethat | referred to before, which
was both Oracle and other companies are looking for growth
opportunities. | mentioned two before, that given they
are the incumbents in the GSM space, there's till
opportunity there. But it isabit harder.

So there's no doubt in my mind that Oracle, SAP
and others, mostly Oracle and SAP | would say, would be
very active trying to come down into the CAS space more
accurately to be able to capture that revenue opportunity.
And | -- I'm sure that's going to happen not only at the
hub of that CAS, but also the spoke of that CAS as much as
they can.

So that was the context. The context of us
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1 \competing for that space is more of a context of Oracle

2 and SAP coming down to any space where they could have
3 certain credibility and us trying to sell more to the

4 spoke.
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Q. 166isnext.

16 (Whereupon, an e-mail from Karla Wachter to Erin
17 Brewer, et a., sent July 21, 2003 was marked as

18 Exhibit-166 for identification.)

19 Give that to you.

20

21

22

23 Q. Thisisan e-mail from Karla Wachter dated

24 Monday, July 21st, 2003. It begins on Bates number

25 MS-OPSUB 479, goes through 481.
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A. Allright.

Q. Areyou familiar with -- with this e-mail?

A. Vaguey. | mean, thiswasredly amost ayear
ago.

Q. Okay. Do you recdl thisarticle in the Sesttle
Mercury News?

A. Vagudy, too.
Q. Thetitle of the article | believe is "Microsoft
nipping at Oracle's heds, software giant pursuing
market."
Do you see that?

A. Yes. Sorry.

Q. At the bottom of the first page it says,

"So far Microsoft has focused on sdlling
business gpplications to small and medium-sized
companies defining as businesses with annua sales of
less than 800 million. But lately Microsoft has
become more vocal about going after the larger
enterprises, too, which would put it more directly in
competition with companies like Oracle.”

And then there's a quote from you that says,

"For usit's a prime time to seize the opportunity.”
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What do you think those -- those paragraphs are
trying to convey in this article?
A. | think theré's going to be alot of disruption
on -- specifically on the CAS space where | think
PeopleSoft and others aren't quite active, too. In which,

you know, if the transaction -- my assertions doesn't

happen, | think many of these customers, customers will be

thinking twice about what they will do with their
operating systems. So it's a market-created situation in
which | think we had the opportunity to deploy, especidly
in the CAS space, the opportunity for some of the MBS
products.

Q. Do you think that the opportunity, as you call
it, goes above the CAS space to the GSM space?

A. No. Again, and the mgjor quaifier of that is
the fact that we just don't have a product above that
space. | mean, generdly speaking, we just really don't
have a product.

Q. Sowhenit says, "But lately Microsoft has
become more voca about going after large enterprises,”
you don't read that to mean the GSM space?

A. No, not at dl. If you see what -- who isthis,
Karlais saying, people tend to generalize about the
enterprise space. And thisis exactly the point that

she's calling, we got to do a better job on explaining
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1 what CAS means. That's the point she's making, whichis

2 totdly consistent.

3
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Q. Sowould it befair to say that you think people
generalize around enterprise as opposed to focusing on the
CAS space that you're going after?

A. Yes. Especidly inthe early times, you notice
inthe email July 21st, 2003. Probably | was one month
on the job, you know. Today I'm very acutely aware of
propounding in any interview the characterization we
are -- and here perhaps | didn't spend enough time with
them really saying, so they just think enterpriseisa
very, very genera word.

What tends to confuse peopleisto say, hey,
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these guys are going to go and change the biggest ERP
system in the world, which is totdly, totally bad. So

part of the education, moving forward and the effort we're
making is redly clarifying what we -- it's not about

changing strategy. | think it's consistent with a year

ago. Now | learn that there was not emphasis enough made
on characterizing the spaces where we are is very

important.
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Q. Okay. Let megiveyou what I'm marking as

Government's 167.

(Whereupon, an e-mail from Doug Burgum to Ken
Muedller, et d., sent November 24, 2003 was marked as
Exhibit-167 for identification.)

Thisis an email from Doug Burgum dated Monday,
November 24th, 2003. It's forwarding an e-mail from
Mr. Ayaa dated November 21, 2003. And it's Bates number
4560 to 4562.

A. Yep.

Q. Andit--if you -- if you start on 4561,
there's an e-mail from Carlene to you, Mr. Ayala. And she
references a call from a Bloomberg reporter, and they're
trying to confirm some statements. And in the middle of
that she says, "Should we aso clarify their figure about
our focus on two to 5,000 employees for the midmarket when
we've only been saying 1,000 employees? Y ou may have said
that to include CAS, but that could start muddying the
waters, question mark."

Do you see that?
A. Yeah

Q. Okay. Did you beieve that it would start
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muddying the waters to say 5,000 employees?

A. Maybe. Again, thisis-- we got to be more
precise about this scenario were selling to. That's
something we have to do a better job. One very important,
| think, element of the strategy is we have established
moving forward is truly beyond CAS| see asavery
opportunistic type of move for Microsoft. Very
opportunistic, realy got to get in the space. And the
characterization on that is there is nobody with quota on

MBS, we don't count, o --

Q. Let meask you what that means. There's nobody
on quota beyond CAS for MBS. What does that mean?

A. It meansthere's nobody of a sales or partner
people on the GSM space current on MBS quota.

Q. And by carrying an MBS quota, what does that
mean?

A. | think it's very opportunistic. They are not
actively looking for any of these -- they may be where
when our customer says, "Hey, would you have a solution
for this?* They may say, "Hey, we may have something like
that, but | just don't know." So they may bring some of
the specialist to ook at it.

And if the spoke scenario that is portrayed with
them may be viable, perhaps we would considerable. But

that's something that | really corrected this year moving
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forward. So | wanted to be as consistent with strategy as
possible.

Q. And when you say thereisn't an MBS quota, |
believe you discussed thiswith Mr. Wall earlier, but
guotais a sales target?

A. Sdestarget which you get paid against.

Q. A sdestarget which you get paid against. And
what you're saying is there's nobody in the GSM who has
any sales target they would get paid against for MBS
products?

A. Correct. Thereis-- al the MBS, dl that is
from the midmarket are.

Q. But in the midmarket there are MBS sales quotas
against which --

A. And CAS.

Q. And CAS against which partners would get paid?

A. Yeah. And our people get paid, too.

Q. And the Microsoft people get paid as well,
because they are aso driven by these quotas?

A. Yeah.

Q. At the very bottom of 4560 and carrying on to

the next page there's a statement, | believe this e-mail's

from Aaron Brewer to you and others which says, "Dina will

get confused about CAS so be sure to reiterate our core

SMB focus segmentation.”
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A. That's perhaps what | was referring to.

Q. That'swhat | wastrying to get back to. And it
says, "And then use Orlando's messaging for how we can
scale into corporate divisons, et cetera. Again, thisis
not asignal about a move into the enterprise. Itis
consistent with our focus. We don't want her causing more
problems for us here. Core focus remains the same.”

A. That's accurate.

Q. Andthat'saccurate. And that is accuratein
that it says you are targeting the CAS, and not the GSM
space?

A. Correct.

Q. Okay. | only havetwo more. Think I'm going to
move forward in time, and we go to 168.

(Whereupon, an e-mail from Orlando Ayaato Doug
Burgum sent March 14, 2004 was marked as Exhibit-168 for
identification.)

And thisis an e-mail from you, Mr. Ayaa, to
Doug Burgum dated March 14th, 2004. It's Bates number
MS-OPSUB 3097 and continues to 3102.

(The witness reviews the exhibit.)

A. Yep, I'veread this.

Q. And | redly just want to focus on your comments
at the very top. You say MBS --

"MB," | assumethat's MBS, "istruly targeting
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midmarket for the most part. Microsoft will bein
accounts of large number of employees not defined as
midmarket, but in the branch space. The below," that
refers the article below, "did not include my next
comment to that sentence saying that that really puts
usin adifferent space than Oracle and SAP. We
really no compete for the hubs. That is the place
both Oracle and SAP are. So, therefore, we redlly do
not compete on much of the core business they drive.
We redlly have no intention to go for the core ERP or
CRM or SCM system of a corporate account or bigger.
| think we all agree that is not the place where the
dollar signs are anymore.”
Isal of that still accurate?
A. Yeah, that's correct.
Q. And then the last part says, "l heard a
Microsoft exec was deposed. If | am the one my talk will
be super consistent with the above, because it is the
truth, exclamation point."
A. Yeah.
Q. Doyou bdieve your talk here today has been
super consistent with the above?
A. lwouldsayitis.
Q. Okay. All right. I'm going to let that one

stand and move on to 169.
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(Whereupon, an e-mail from Andrea Harrison to
Darren Huston, et al., sent March 17, 2004 was marked as
Exhibit-169 for identification.)

Thisisan e-mail from someone named Andrea
Harrison dated Wednesday, March 17th, 2004 to alarge
number of people, including something caled the US BMO

MBSteam. The subject is, "MBS in press regarding

Oracle/PeopleSoft/DOJ." And the Bates number is MS-OPSUB

8484.

A. All right.

Q. Haveyou ever seen this before?

A. Thisdocument specificaly, no. | think -- was
| copied? | don't think | was. No, | have not seen it.

Q. Areyou familiar with communications like this
to the field managers on this topic?

A. Absolutely, yeah, | am.

Q. And what do you know about that?

A. Wadl, | know that we have been alot more
consistent now educating our people where to sdll our
products under what scenarios. Thisis areflection of
the marketing manager in the U.S. subsidiary giving
direction to their teams and not to get confused about
where our products are targeted to. So I'm actually quite
pleased to see this type of e-mail, because that's exactly

where | would expect people to actively remind ourselves
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where we are.

Q. Who's Andrea Harrison?

A. She'sactually the BMO or business operating
officer. Basicaly the marketing person in the U.S. for

the MBS product.

Q. Okay. I'mgoing let that one go. And now al |
want to do is ask you a couple of questions on some of
Mr. Wall's exhibits. And this will hopefully be quick.
So if you can turn to 1302.

A. Andisthat the yellow one that has these here?

Q. That's correct.

A. I'msorry.

MR. RULE: Yes, you are.
BY MS. BLIZZARD:

Q. Andyou look at the taxonomy which is on Bates
stamp 19440.

A. All right.

Q. Andthetitle of thisisactualy "Target

segments Green V1." Do you know which segments, if any or

al of thistaxonomy, are the target segments for Green

verson 1?
A. No. | mean, Green is so far out that any one
putting that -- | haven't seen this document, by the way.

Q. Right.

A. Somebody put in that line, | would laugh & it.

l—\yuu, VA UV UV LU Ut
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Q. Okay.

A. | don't know what people intended with putting

the Green V1 thing there, but --

Q. Okay. Do you -- do you know when the release
dateisfor Green V1?

A. No, | don't know.

Q. But your belief isthat it's quite far out?

A. Way far out.

Q. Way far out?

A. It'shighly dependent of Longhorn, which is the
next version of Windows. And | think isway far out. My
estimates, which anyone -- thisis not -- thisis not an
officia position for the company, but I've been in this
company for ten years, 13 years. | think Green's probably
in the rest of 2008 or beyond.

Q. 2008 or beyond? At the bottom of this chart it
says, "Sales process and channel." Do you see that?

A. Yes

Q. Thevery last row. And under "Corporate account
space” it says, "Direct saes process with evolving SIs.”

For MBS products, do you intend to go after the
corporate account space with a direct sales process?

A. No.

Q. Sothat --

A. Agan, we should define direct. That does
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account of the challenge. If direct is meant to mean for
I'm going to hire 20,000 people to go and sl these
products directly to customers, absolutely not.

Q. |If direct means sdlling it in the same way
Oracle, PeopleSoft and SAP sdll and where they, quote,
"take the paper” is that what you plan to do?

A. It'snot planned to be the same way that Oracle,
SAP or PeopleSoft. If we have the product, but it's not
the same way. Direct means more touch to customer, |

think iswhat thisimpliesis, you know, | think our

people who need to participate, talk more to the customer.

But it's fill the partner is the leading selling
resource.

Q. Right. Becauseisit correct asyou said
earlier in Microsoft sales something like 98 percent of
your sales go through a partner anyway?

A. Correct, correct.

Q. Allright. Let'slook at 1304. And if you can

look at the e-mail from Graham Clark dated Friday, January

31, 2003.

A. Correct.

Q. That's before you took your current position;
isn't that correct?

A. February 3, 2003; correct.

Q. Okay. And the one below it, January 317
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A. January 31, yes.

Q. Second paragraph it says, "l don't think we can
fix this by defining account size where MBS will and won't
play. MBS will be sold into CAS and dso into divisons
and subsidiaries of al, capita letters, enterprise
customers.”

Would you say that that is currently an accurate
statement of the target markets for MBS?

A. | totaly disagree with the "al" word. It's
not true.

Q. And then on the next page there's also an e-mail
Friday, January 31, 2003, someone named Matt Bender is
saying to Kirsten describing some sort of dedl. In the
middle there it says,

"According to PeopleSoft the customer was told
by a, quote, 'Microsoft executive,' I'm trying to

find out who, that MBS would not stay in the

small/medium business space, and that they wanted to

win H& P as a flagship customer to prove that MBS was
enterprise capable and that it could compete with

PeopleSoft, JD Edwards, et cetera.”

Do you agree with that statement?
A. No.
Q. Do you think that would be consistent with the

direction you've given to your sales staff to make
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1 dtatements like that?

2 A. Absolutely not.

3 Q. Isthat the type of statement that you believe

4 got you into the situation of your eyes being bigger than
5 your stomach, as we were discussing earlier?

6 A. Likey, you know, is people portraying what the
7 products can do or cannot do. It'sjust avery important

8 part of the strategy.
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Q. Okay. | have one more, which I'm going to mark
12 as170. Isthat what I'm on?

13 (Whereupon, a document entitled Microsoft

14 Business Solutions Q& A was marked as Exhibit-170 for
15 identification.)

16 And you're welcome to look through this. |

17 think my questions are going to be confined to the first
18 page, just so you know.

19 (The witness reviews the exhibit.)

20 Let me state for the record thisistitled

21 "Microsoft Business Solutions Q and A." It says,

22 "Prepared for Convergence 2004" in the top right. And the
23 Bates numbers are MS-OPSUB 4411 to 4446.

24 A. Allright.

25 Q. | beieveyou dready said you -- well, let me

Ayala, Orlando 05/18/04 161



1

2

3

5

10

11

13

14

15

1

»

1

\‘

18

19

20

21

22

23

24

25

244

ask. Did you attend Convergence 2004?

A. |did.

Q. And what is Convergence?

A. Convergence is the prime customer event for
Microsoft Business Solutions. Partners happen to attend,
too.

Q. And do you recal seeing this document before?

A. Yeah, | think | read this document.

Q. Isit something that would have been prepared
for you in sort of as part of your preparation for
Convergence?

A. For dl the executives attending.

Q. For dl the--

A. All the executives attending.

Q. All the executives attending. If you turn to
the first page where it says, "Top executive Q and A."
The third question down says, "How does Microsoft Business
Solutions define its target market?' And it says,

"Using Microsoft internal customer segmentation
taxonomy Microsoft Business Solutions targets the
core small and mid-size business segments and
divisons of large organizations. Microsoft defines
core small business as having one to 49 employees,
mid-size businesses as having 50 to a thousand

employees, and divisions of large organizations of
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having 1,000 to 5,000 employees. In terms of

revenue, Microsoft Business Solutions targets

customers with 1 million to 1 billion in annua
revenue."

Do you think that's accurate?

A. Yeah, it's accurate.

Q. Do you think it's accurate with the
clarifications that we've discussed today about the
appropriate types of divisons of large organizations that
would be good fits for the MBS products?

A. That would be more precise.

Q. Do you think that MBS products can fit al
divisons of large organizations?

A. | don't think so.

Q. Do you think MBS products are good fit for al
organizations up to a billion in annua revenue?

A. | dont think so.

Q. The next question says, "ls Microsoft Business
Solutions planning to take its products up market into the
enterprise market?' And the answer says,

"To move to the large enterprise market is not a
natural extension of Microsoft Business Solution's
current business model. It would mean creating
different products, different price points, different

sales channels and building an infrastructure around
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1 that business.”

2 Do you think that's accurate?

3 A. Wdl sad.

4 Q. Weéll said? The next sentence says, "Rather than
5 pushing to move up into the enterprise space, we are

6 looking to move out into a broader range of globa markets
7 and industries within the small and mid-sized businesses

8 and divisons of large organizations.”

9 A. That'svery accurate. | think it's avery good

10 characterization of the strategy as it stands.
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Q. Letmeseeif | can sort of summarize where we
are after the discussion on afew of these points. My
understanding of your testimony is Microsoft does not have
any present intention of targeting the core centralized
ERP system that a GSM customer might implement; right?

A. Correct.

Q. Okay. And that then is sort of taking you out
of the picture, if you will, for those of the top 1600
corporations in the world who choose to adopt a
centralized hub-type ERP system.

And I'm not saying it doesn't take you out of
others, but at least it takes you out of that group;
right?

A. At the center, yeah, at the hub.
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1 Q. At thecenter. But aswe have discussed, these
2 companies do have an option, if they want to go that
3 route, to meet their IT needs with spoke systems rather
4 than a centraized hub; right?

5 A. Usudly they don't. But some of them may.
6 Q. Sometimes they do; right?

7 A. Uh-huh.

8
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Q. Right. And but you have been involved on many,
many occasions in the process of sdlling software,
Microsoft software, and Microsoft products to GSM
customers, even if those sales were consummated through
partners, correct?

A. Define for me process.

Q. The sales process, and whether it's in a genera
level of marketing or talking -- evangelizing, talking to
customers about your products.

A. | talk to the customers about our products,
sure.

Q. Soyou're not ignorant about the dynamics of
sdlling business software to GSM customers, are you, Sir?

A. | know some about it.

Q. Infact, you were the head of worldwide sales

for Microsoft for many years, were you not?
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A. Correct.

Q. Now, Mr. Ayaa, do you have any particular
expertise in knowing when it isthat a large enterprise
may or may not have a viable option of implementing a
spoke solution?

A. Not persondly, but we have technical people who
do that.

Q. But personally don't know when that would be
technically feasible and when it would not be; correct?

A. Itwould be think impossible for anyone to
know precisely that.

Q. It hasto be assessed on a case-by-case basis;
correct?

A. People should look into the details of customer

requirements.

Q. Now, Chanel, you mentioned Chand earlier. Do
you know how big a company Chanel is?

A. Notredly. Not precisdly.

Q. Do you know they're about 900 million dallarsin
revenues, did you know that?

A. Now | know.

Q. Okay. That sound about right to you from what
you know of the company?

A. Maybe. | haven't seen the --

Q. Okay.

l—\yuu, VT UV U LU T

Il
NEV. U}



252

1 A. --thelr numbers.

2 Q. Now, Chanel was a company, as | understand your
3 testimony, that decided to meet their needs through a

4 spoke solution; right?

5 A. Correct.

6 Q. Okay. Andif | understand your testimony

7 correctly, that solution worked very well, and they were

8 happy with it, with the exception of the issue that you

9 had in Japan; right?

10 MS. BLIZZARD: Objection, misstates the
11 testimony.
12 THE WITNESS: | haven't heard any complaints

13 from them, so -- that they like the solution.
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Q. Now, with reference to Exhibit 170 again, you
were talking about the -- in terms of revenue Microsoft
Business Solutions targets customers with 1 million to 1
billion in annual revenue.

Y ou see that?

A. Yep.

Q. Okay. Now, with respect to the -- to the 1
billion in annua revenue, that -- given your emphasis on
the spoke solution, that's -- that figure properly relates
to the division or the branch or whatever it isthat you
are sdlling your solution to; correct?

A. No, | would say it is the whole company.

Q. But youdo, in fact, have -- you have customers
that are much larger than 1 billion dollars that have
implemented spoke solutions on Microsoft Business Solution

software, don't you, sir?
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A. Maybe. I'm not sure.
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Q. | meant to finish out one part of the Chanel
story. So what did Chanel do in Japan?

A. What about?

Q. What did they do? If you couldn't serve their
needs, what did they do?

A. | think they have -- they are happy with the
strategy of using Axapta. Actualy, | was very pleased
that as aresult of serving the customer well and
delivering value, and they would work with usto
accommodate the time frame.

Q. Sothey didn't run off to SAP or Oracle?

A. They didnt.
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